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THE BANK OF ENGLAND.* 


Ir is a long time now, one hundred and eighty years ago, since 
the question was seriously raised, which, in all probability, may 
yet give rise to much discussion in Parliament, viz., “ Whether 
urgent wants of the State may be best provided by various forms 
of taxation, or by borrowing money on public credit ?’’? During 
the reign of William and Mary, when England was fairly com- 
mitted to a warlike policy, and the State was in consequence 
sadly perplexed by financial exigencies, William Paterson 
advocated the formation of a bank for the purpofe of 
lending a large amount to the State. The proposal was 





* Before entering on his course the Professor spoke of the founder of the 
Lectureship in the following terms :— 

Urwanns of fifteen years ago the late Mr. James William Gilbart, the first 
General Manager, and subsequently one of the directors of the London’ and 
Westminster Bank, procured for every member of that establishment admittance 
to a course of Lectures on Banking, which were delivered in the ordinary course 
of my duties in this College. And it is with peculiar gratification that, in con- 
formity with his disposition, and by appointment of the Council, I have the 
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not very new, since every one knew how successful, in 
similar difficulties, had proved the “‘ Camera degli Imprestiti” at 
Venice, and the “‘ Camera di San Giorgio” in Genoa. Yet the 
suggestion was greatly debated: and though some questioned 
the propriety of such a course on the ground that it 
was a new thing and they did not understand it, or 
that they expected an immediate peace and so there would 
be no occasion for it, or that the project came from Holland 
and therefore would not hear of it, and others feared the 
consequence of lending money to the State, lest it should 
make the King more absolute and wasteful, or put the nation in 
the hands of subjects, and thus endanger the commonwealth 
and shake the maintenance of Church and State; the great 
financial scheme speedily passed from the private individual 
to the Privy Council, from the Privy ‘Council to the British 
Parliament, and by that august body it was finally settled and 
sanctioned. And it did prove a great success from the very 
beginning, for subscribers readily came forward, eager to employ 
their money in a manner so safe, and on conditions so favour- 
able. £1,200,000 was speedily collected, and the Bank of 
England was fully established in 1694, with a monopoly of 





honour once more to address myself to you on some of the economic and legal 
questions connected with banking. The name of Mr. Gilbart must be for ever 
associated with the progress of banking in the United Kingdom. His labours in 
the formation and management of the London and Westminster Bank (which 
opened the way for the introduction of joint-stock banking in London), his 
evidence before the Committee of the House of Commons on Joint-Stock Banks, 
his valuable works, and his last act in instituting this Lectureship on Banking, 
have entitled Mr. Gilbart to the gratitude not only of the profession to which he 
belonged, but of the country at large. Mr. Gilbart associated, in an eminent 
degree, a thorough knowledge of both the principles and practice of banking. 
He was an inductive philosopher. As he said in the preface to one of his works 
“the principles of banking are deductions from facts; the science of banking is 
a collection of these principles: it is of importance to have a correct notion of 
the nature of this science. In the physical sciences, as in chemistry and elec- 
tricity, we often discover a principle, and then apply it to a practical end. But 
in banking and in political economy generally, we first collect our facts, and then 
ascend from facts to principles.’’* 

It is unnecessary for me todwellat any length on Mr. Gilbart’s labours and 
attainments. Let us endeavour to catch a little of his spirit, and while assiduous 
in our daily calling and endeavouring to fulfil our duties in a manner worthy of 
the same, let us, like him, employ our talents and influence in the promotion of 
knowledge, especially among those who pursue the like path as ourselves, who 
are encompassed by like dangers and difficulties as we are, and who may, by 
well-directed studies and efforts, yet attain a position of influence and usefulness 
in this great metropolis of commerce and ing. 

* Preface to Practical Treatise on Banking. 
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banking of a most extensive character, the injurious conse- 
quences of which the nation had long patiently to suffer. Into 
the history of this institution we need not enter, for it is well 
known ; what interests us is, not what the Bank has been, but 
what it is now, and to this we must at once address ourselves. 

But there is a question of some difficulty at the very outset, - 
suggested by the title of this Lecture—* The Bank of England 
as a bank for the State and for the public.”’” Is the Bank of 
England a State bank or a Corporation of capitalists? Has 
it any similarity, for instance, to the Imperial Bank of Russia, 
which is a bank founded by the State and for the State? We 
have nothing todo here with politics or with polemic discus- 
sions. The design of these Lectures is to instruct, rather than 
to dwell on controversial measures of public policy, yet it 
would be derogatory from the high and responsible position 
of a public teacher to hesitate in pronouncing an independent 
opinion wherever it may be needful. In any case there is charm 
in a well-sustained controversy, for it stirs up the faculties of 
the mind and awakens deep and searching thought. When 
Galileo advanced before his numerous students at Pisa his 
novel doctrines, he knew he had to face the keenest opposition ; 
but, by so doing, he lit the lamp of science amidst the densest 
darkness of ignorance—a lamp which could not well be extin- 
guished either by the contumelies of the Aristotelians or by 
the fierce persecution of the Jesuits. The Bank of England is 
not a State bank either in the sense in which the Bank of Russia 
is absolutely so, or in the sense in which the Bank of France 
used to be, when it admitted into its direction one or more 
officers of the State. The Bank of England is rather the 
Bank of the State than a State Bank, but yet there are cir- 
cumstances in their relations which give to the Bank of 
England all the character of a State Bank. 

The Bank of England, in the first instance, discharges 
the functions of bankers to the Government, just as a 
private banker does for his customers in receiving money 
and making payments, and keeping a certain balance on hand 
upon these accounts as a remuneration for its trouble. 
The Government has large financial operations to transact 
during the year. The public income for the year ended 31st 
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March, 1872, amounted to £74,708,000, and the collectors of the 
revenue pay in the amount week by week at the branches of 
the Bank of England, or at its central office. All payments, 
moreover, to be made by the State except those for the dividends 
of the National Debt, which are made at the Bank of England, 
the cost of collecting the revenue, which is paid by the Revenue 
Board, and some £750,000 paid at the Paymaster-General’s 
office, with funds supplied by the Treasury, are made by cheques 
drawn by the Paymaster-General in 27,000 to 29,000 cheques a 
year on the Bank of England. The profits arising to the Bank 
from these transactions may vary considerably from year to 
year, in proportion to the amount of the Exchequer balances and 
the value of money at the time. Supposing, for instance, the 
balance at the Bank to be on an average £3,000,000, the interest 
on that sum at 3 per cent. would be £90,000, whilst a com- 
mission of 4 per cent. on £75,000,000 would amount to £93,750. 
But the Bank of England has upwards of forty other accounts 
with public bodies besides the Exchequer accounts, most of which 
are of a very important and complicated character. 

The second branch of duties performed by the Bank fortheState 
is the management of the public debt. In round numbers we may 
say the funded and unfunded debt of the United Kingdom 
amounts to £800,000,000, and there are about 260,000 persons 
entitled to various amounts of dividends. Now, to keep the 
great ledger of the State, to issue the coupons, to effect the 
necessary transfers, and to pay the fundholders their quarterly 
dividends, the Bank receives £300 per million on £600,000,000, 
and £150 per million on £120,000,000, or a total of about 
£200,000. Whether or not the State could itself perform 
such duties without the intervention of a banker, or whether 
or not any other banker might be found willing to undertake 
the performance of such business on better conditions than are 
now coneeded by the Bank of England, it is difficult to say, 
the experiment having never been tried. We often hear of 
great shipowners—like the Peninsular and Oriental Company— 
acting as their own insurers, and so saving the expense of 
Marine Insurance, And great merchants are often their own 
bankers. Doubtless the Paymaster-General could himself pay 
the dividends to the fundholders, as well as the public salaries, 
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if the revenue were paid in at his office, instead of at the Bank 
of England, but it is a question whether any saving would be 
thereby effected, since in that case, the Paymaster-General would 
have to multiply greatly the-number of offices and officers, and 
he might not be able to utilize the balances in the same manner 
as the Bank of England is able to do. The suggestion of 
opening the banking business of the State to competition is quite 
another question. Now that there are other bankers in 
London, holding a position nearly as high as the Bank of 
England, there is no reason why the Government business 
which affords not only a large profit, but a considerable prestige, 
should be for ever conceded to the same corporation. But there 
is no ground either for assuming that the advantages offered by 
the State to the Bank of England exceed the just limits ofa fair 
compensation for labour. In the opinion of Mr. Weguelin and 
Mr. Neaves, the former Governor and Deputy-Governor of the 
Bank, no other public body would be qualified to undertake 
such duties. Unless a decided change was made in the manage- 
ment of the public debt, the business could not be performed 
more cheaply than the Bank of England is enabled to do it. 
This indeed may be true, but it is idle to assert as Mr. Neaves 
added “that there is no public body that would offer thesame 
security to the State that the Bank of England does.” 

In addition to these duties, the Bank of England performs 
the more onerous one of managing the circulation. The 
word “circulation” has been variously defined. Mr. Norman 
said that it included all the coin, all the Bank of England notes, 
and all the country notes, and any sum which may form the 
reserve of notes in the banking department of the Bank of 
England. Mr. Weguelin would include in it both the notes in 
the hands of the public and the reserve at the Bank. So would 
Lord Overstone. Mr. Newmarch, however, understood the word 
circulation to apply to paper, either notes of the Bank of England 
or notes of private or joint-stock banks, circulating outside the 
walls of the establishments from which they proceed. And this, 
to my mind, is the only paper currency which may be said to 
be in circulation, for how can notes or gold perform the function 
of money so long as they are kept within the coffers of the Bank 
of England, or of any other bank. But this is not the point before 
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us at present. When it is said that the Bank of England 
manages the circulation, it is simply meant that the Bank has the 
management of that portion of the paper currency which is alone 
declared by the State to be legal tender. As I have already 
mentioned, when the Bank was founded all its subscribed capital 
was lent to the State. Since that time the Bank lent other sums 
in the same manner ; and now, and for a considerable time past, 
the Government finds itself debtor to the Bank of £11,015,000, 
the Bank besides holding other securities of the State to the 
extent nearly of £4,000,000 more, making in all £15,000,000. 
Doubtless there would be no difficulty on the part of the State 
to pay off such debt, or to incorporate it with the great and 
almost imperishable National Debt. But it has not yet been 
deemed expedient to do so, since upon this accidental indebted- 
ness a great financial transaction has been planned which seems 
to tax the most ingenious mind to alter or improve. Until the 
year 1833, Bank of England notes were not legal tender, and the 
Bank could issue them to any extent on its own responsibility, 
consistently with the obligation to pay cash ondemand. On the 
renewal of the Bank Charter in 1833, profiting by the lessons 
obtained during the commercial crisis in 1825-6, Bank of Eng- 
land notes were made legal tender, but no restriction was 
imposed on their issue. In 1844, however, the Legislature went 
the length of dividing the issue from the banking department, 
and whilst allowing £14,000,000 of notes to be issued on the 
security of the State, since increased to £15,000,000, it pre- 
scribed, that for any excess of issue beyond the amount 
there should be bullion to answer it in the vaults of the 
Bank. 

To my mind, the theory upon which the Bank Charter 
Acts were passed is founded on error. I do not think that 
the amount of the circulating medium in the hands of the 
public can be greater or less than is required for the transaction 
of current business. I do not think that any one of the 
crises which have taken place in this country of late years, 
owed its origin to an undue expansion of such circu- 
lating medium. And I imagine that with the system of 
cheques now in operation, and while there is a large fund of 
deposit in every part of the country payable on demand, an 
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issuing banker cannot materially affect the aggregate amount of 
the circulating medium by issuing or withdrawing his notes. 
But without attempting now to defend my position, certain it is 
that by the division introduced between the issue and banking 
departments of the Bank of England, Bank of England notes 
have been constituted to a large extent State paper. On the 
week ending 22nd January, 1873, the accounts of the issue 
department stood as follows :— 


Notes issued on State Government debt .. £11,015,000 
securities .. -- £15,000,000 Othersecurities oe 3,985,000 
On bullion -. 28,873,000 Gold coin «+ 28,873,000 
£38,873,000 £38,873,000 











But another consequence has resulted from this arrangement. 
If it be by permission or privilege of the State, or as a depart- 
ment of the State, that the Bank does issue notes to the extent _ 
of £15,000,000 uncovered by gold, it follows that it is account- 
able to the State for the profits arising from the circulation. Such 
profits are understood to amount yearly to about £460,000. 
Deduct from this sum £180,000 for the cost of the issue 
department in wages, repair, rent, bank-note paper, &c., £60,000 
paid over to the State for composition in lieu of stamp duties on 
the notes, and £138,600 as ashare of the profits of the circulation, 
or in all £188,000, and it will leave a net profit to the Bank of 
about £82,000. The advocates of the Bank Charter Acts pride 
themselves on the fact, that the issue department is altogether 
distinct from the banking department. But the more inde- 
pendent it is, the nearer, its issues partake of the character of 
a State issue. In truth,"Lord Overstone denied that the issue 
department is part of the Bank of England. According to him, 
the term bank should not be associated with the issue depart- 
ment at all. The Bank has no power whatever over the issue, 
and is merely the mechanical agent of the Government in the 
matter. The issue department belongs to the State, and the Bank 
contracts to do the business on behalf of the State. Is this, 
then, a wise position to take? Are we to admit the right of the 
State to issue paper-money, however regulated or controlled by 
statute? I doubt whether the State can be said to have the 
right to issue even the coin of the realm. What is the Mint? 
It is a department founded by the State to guarantee that the 
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metallic currency of the kingdom shall be of a given weight 
and fineness. Gold is sent to the Mint for the purpose of 
coinage, and when that is accomplished it is withdrawn again. 
Admit that it is the State that issues the coinage, and what 
guarantee have we as to its amount? What hinders indeed 
the carrying of the subject alittle further, and having a National 
Bank of Issue ? 

The question of handing over the issue to the State 
has more than once been discussed. David Ricardo, the able 
economist, left a specific plan for the formation of a State bank, 
with whom the full power of issuing all the paper money of 
the country should be exclusively vested. In 1857 and 1858 
much evidence was obtained on the subject. Lord Monteagle 
stigmatised the proposal as one fraught with much peril. 
Mr. Weguelin, Mr. Hubbard, and others, spoke decidedly 
against it. And, in a paper by Mr. Arbuthnot, presented by 
Sir George C. Lewis, M.P., all the advantages and disadvantages 
of a National Bank were deliberatively weighed. Admitting 
the advantage of a sole and central issue department, said 
Mr. Arbuthnot, there was no real objection to the same being 
placed in the hands of a State bank owing responsibility solely 
and directly to Parliament. But there were difficulties of a 
practical character. By the union of the two departments, the 
issue and banking under one management, much saving of 
time was effected ; the system of registration and cancellation 
of notes was rendered easier. The employment of publicmoney 
could be better done by a bank possessing other resources, 
And in case of commercial crises, it was better that pressure 
should be exercised on the bank than on the Government. For 
my part, I do not admit either the advantage or the practicability 
of possessing a sole and central issue department, and I have 
greater objection still to that department being in the hands of 
the State. It is not a question of expediency, but one of principle. 
And I lament the present arrangement, just because it gives to 
the Bank of England all the character of a State bank. Far 
better to dispense altogether with any State issue, and place the 
entire responsibility on the Bank itself; better far to pay off 
the debt of the State to the Bank, to cease recognising Bank 
of England notes as legal tender, to abolish the monopoly 














The Bank of England. 9 


of the Bank in the city of London, and to render the Bank 
amenable to the same laws as are binding on joint-stock banks, 
than to go on drawing closer and closer towards the adoption of 
a State bank and State issue. I admit that questions of finance 
are to be viewed in the light of results rather than of theories, 
and it would be a plausible, if not a satisfactory answer, if it 
could be shown that the present method did really work well. 
But it does not work well as regards the public generally, if we 
are to listen to the continuous lamentations urged on the part 
of the mercantile community, and if we look to the stern fact 
that three times over has the Bank Charter Act been suspended. 
The convertibility of the note into cash has indeed been secured, 
but I venture to say it has never been otherwise, except when 
political considerations compelled an exceptional course. The 
bonds between the Bank and the State are very close. Every 
Loan Act contains a clause requiring that the dividends shall 
be actually paid at the Bunk of England, and that the Bank 
shall continue as a corporation, so long as such dividends are 
to be paid. Is the State responsible for the solvency of the 
Bank? Is the Bank responsible for the solvency of the State ? 
Can the State sever itself from the tie by which it is bound 
to this corporation? These are questions of grave difficulty, 
and it is worthy of consideration whether a Royal Commission 
should not be appointed to enquire into the whole subject. 
But it is time to consider the relation of the Bank of England 
to the public, and to regard the Bank as one of those institutions 
of credit which greatly influence the course of commerce and 
banking in the city of London, aye, in the whole world. Let us 
see what are its resources, what its operations, what its mode of 
dealing, what are the principles by which it is guided. An 
examination of the accounts of the banking department will aid 
us in these points. On the week ended 22nd January, 1873, they 


stood as follows :— 


LIABILITIES. ASSETS. 
Proprietors’ capital +» £14,553,000 | Government securities .. £13,270,000 


est ce ‘ab ee 98,466,000 | Other securities .. e. 17,397,000 
Public deposits .. ee 8,282,000 , Notes - ee +» 13,731,000 
Other deposits .. ee 18,578,000 | Gold and silver coin .. 825,000 
Seven days’ bills .. oe 344,000 








£45,223,000 £456,223,000 
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Observe how large is the amount of capital, and how great is 
the rest. Fancy a commercial company having in its hands 
£3,466,000 of profits undistributed, besides £14,553,000 of 
bond fide capital. That is the strength of the Bank. Everyone 
knows that its resources are very vast, and no wonder that it 
attracts universal confidence. The deposits, it will be seen, are 
large, £26,860,000, though no indication is given of what 
they consist. There is no difficulty as to the public deposits, 
which consist of the Exchequer account, savings banks, and the 
like; but what -of the other deposits? What proportion of 
them belongs to bankers? What proportion to private 
individuals? *Of its investments, a large portion seems to 
consist in Government securities. That they are safe there is 
no doubt, but whether they are readily convertible I am not 
so sure: and what proportion of the other securities consists of 
bills discounted and other effects? The accounts in question, 
it should be remembered, refer to a time when everything 
is going on quietly and prosperously, when money is com- 
paratively plentiful, and the rate of interest low. Against 
£27,000,000 deposits, the bank has £30,500,000 of securities, 
besides £14,500,000, or nearly 54 per cent., in notes and bullion 
as reserve. What, however, if an alarm should arise, and the 
holders of notes, all at once, ask for gold? "What, if the 
depositors should, of one accord, withdraw their deposits? 
What, if the depositors at every other bank which keeps its 
reserve at the Bank of England should all withdraw their 
deposits?. No such demand could be satisfied. It has been 
objected to the present division of the Bank into two depart- 
ments, that, whilst singly, the position of each becomes weaker, 
jointly the Bank would be found very strong. Were the 
resources of both combined, against £25,000,000 of notes in 
circulation, the Bank would have £24,700,000 of bullion, and 
against £27,200,000 of deposits and seven days’ bills, 
£31,000,000 of securities. These are questions of great 





* A return made to Parliament moved by Mr. Hankey (86 of 1874) showed 
that on the same week the amount of bills discounted was £4,492,000, and of 
temporary advances £1,872,000. Out of £26,860,000 of public and other 


deposits, £2,901,000 were Exchequer balances, and 4£7,246,000 bankers’ 
balances. 
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importance, the division of the Bank into two departments 
affecting directly the power of the Bank to accommodate the 
public. But we must not condemn the Bank if, in the position 
in which it is placed, it is prevented from affording all the 
advantages and help the mercantile classes might expect, 
especially in times of distress and difficulty. It is important 
to realise that the solvency of the Bank at any moment might 
be imperilled were it to abandon a firm hold of its reserves of 
notes and cash. The Bank must protect itself from any con- 
tingency, and the only way by which it can do so, is by carefully 
maintaining its resources on a balance with its liabilities. 

The administration of the Bank of England has often been 
severely censured. At its very commencement the Bank got 
into trouble, by investing money in commodities, and becoming 
entangled with the operations of a new coinage. The crisis 
of 1797 and the consequent suspension of cash payments, 
which lasted a quarter of a century, have been brought home 
to the Bank of England, as if the directors could be respon- 
sible for the political exigencies in which England was placed. 
The Bank has been taken to task for encouraging speculation 
before the different crises which have occurred, and for suddenly 
denying assistance when those crises came. On each occasion, 
the directors of the Bank have had to encounter reproaches, 
often couched in no measured terms, for their seeming indiffer- 
ence at the losses and perplexities of traders. One school 
urged the directors to be liberal in their accommodation ; 
another recommended the exercise of the utmost vigilance, 
Some urged the expediency of maintaining, as much as possible, 
a uniform rate of interest; others commended the practice 
of allowing the rate of interest to reflect the exact condition of 
capital in its relation to supply and demand. Certain it is 
that, under all circumstances, and throughout its long career, 
the Bank of England has maintained a position of honour and 
credit, as beneficial to itself as advantageous to the commercial 
community of which it has ever formed so bright an ornament. 

Nor is it the less remarkable that though, in the course of 
‘recent years especially, the position of the Bank of England has 
so changed that instead of its being almost the sole banking com- 
pany in England possessing any amount of capital, it is now 
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surrounded by a galaxy of joint-stock banks with large resources 
and enjoying to the full the confidence of the people, the Bank 
of England still remains the leader and centre of banking and 
finance in the United Kingdom. With consummate skill and 
wisdom the Bank of England has always advanced pari passu 
with the age in which it lives. In all the appliances for the 
economy of the currencies, all the inner working of the 
Stock Exchange and Clearing Houses, the Bank of England 
has always taken a leading part; and if the Rothschilds and 
the Barings, the London and Westminster, and the London 
and County Bank can compete successfully with the Bank of 
England in seizing large enterprises, in supporting large 
operations of trade, and in contracting loans for foreign Govern- 
ments, they are nevertheless largely indebted to the Bank of 
England for the guidance of their operations and the concen- 
tration of their forces. 

Powerful, of course, as the Bank of England is, we should 
remember that it is not omnipotent. The whole commercial 
world looks with eagerness to the announcement which 
emanates from the Court of Directors on any Thursday, as to 
the raising or lowering of their minimum rate of interest. 
But the Bank has very little power to regulate for any time 
the market rate. Under certain conditions only of the money 
market does the Bank influence the outside rate of interest, 
and then only temporarily. The value of money rises 
or falls by natural circumstances, and the Bank is obliged to 
conform to that rise or fall, or, in other words, a higher or a 
lower rate of interest is forced upon the Bank. Nor has the 
Bank power to determine the amount of the outstanding circu- 
lation. It isa delusion to suppose that the Bank could increase 
and make use of any quantity of notes, and thereby relieve the 
public, except under exceptional circumstances; neither the Bank 
of England nor any other bank has power permanently to in- 
crease its circulation. All fluctuations in the circulation are 
determined by the requirements of trade, and not by the will of 
the issuers. And far less has the Bank of England power to 
control those periodical monetary drains arising from payments 
of salaries and the interest of the national debt, the payment of 
rents for houses and farms, the operations in the autumn by the 
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agricultural classes, or the drain produced by an increase of 
trade and enterprise, or by panics. The Bank of England, like 
every other bank, is often called to ride upon the storm which 
itself has not raised. What has the Bank to do with the foreign 
exchanges? They will follow their own inexorable laws, what- 
ever be the policy pursued by the Bank. The Bank cannot 
direct their course, but must rather be governed by their 
dictates. 

The influence of the Bank of England is certainly great. Its 
proceedings are scanned over the whole world. Its decisions 
affect the movement of capital and currencies in every country. 
Its bulletins indicating the condition of the British money 
market are of greater moment than those recording the phases of 
health of any monarch. Let it be even the echo only of the con- 
dition of British capital, at any time it is not till the Bank acts 
that the exigency is apprehended in all its force. What wisdom 
should be in its councils, what caution, yet what boldness, in its 
acts, what shrewdness and what comprehensiveness of view 
should be reflected in its resolutions! But, perhaps, it is just in 
this rare combination of these qualities that the British mind 
excels. I think it is worth the labour of any one to study those 
qualities of the mind which go to form the aggregate direction 
of such corporations as the Bank of England, the old East 
India Company, or the British Government. A wise manage- 
ment is of the most supreme necessity for the conduct of business 
of any establishment requiring at once great promptitude of 
action, and prudent and delicate dealing, and fortunate it is 
that the Bank of England has always possessed it in so large a 
measure. Itis a great result which the Bank of England has 
achieved, when, after one hundred and eighty years’ continuous 
labour, the testimony comes to it from foreign sources, not 
always the most spontaneous, that the bank represents at present 
nearly the greatest accumulation of riches existing in the world : 
that its influence is felt in all the markets of Europe, and that 
there are no enterprises in the most remote countries where it is 
not, to some extent, present through its intervention and its 
capital. 
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ON SCOTCH AND IRISH BANKING. 


I «now of no better illustration of the beneficial action of 
banking in promoting the development of national resources 
than the present advanced condition of Scotland. With only 
a small portion of her otherwise vast area capable of cul- 
tivation, a scanty population, and a geographical situation not 
nearly so advantageous as that of England, whence her won- 
derful prosperity and her abounding progress, except from the 
soundness of the means she has ever used for economising every 
fraction of her resources, and utilising them in the best manner 
possible? When she first entered into her marriage relations 
with England, Scotland brought as her dowry, a population of 
about one million of people, and a public revenue amounting to 
one hundred thousand pounds a year. Now, she has three times 
the population, or more than three millions of people, and a 
public revenue of not short of eight million pounds sterling 
a year. At the end of the war in 1815, Scotland was taxed for 
property valued at three millions per annum. Now, she is 
taxed for property valued at 18 millions per annum, and that 
is, after all, an imperfect view of the property of Scotland 
or rather of the Scotch, since a large amount of property within 
England is owned by them, just as certain portions of property 
within Scotland is owned by the English. The unification of 
the Kingdom of Great Britain and Ireland is far too perfect 
to admit of any correct analysis of the Scotch, Irish, and 
English element, in the chief enterprises and industries of the 
country, but from the prevalence of Scotch names, and other 
distinctive characteristics of the Scottish character, it is too 
apparent that a considerable portion of the banking, commerce, 
and manufacture in the United Kingdom is in Scotch hands, 
whilst it is well known, that the insurance companies of 
Scotland have overrun England, that many of the foremost 
places and ranks in every department of the economic and 
political life of the nation are filled by Scotch people, and that 
even in the British colonies and dependencies the Scotch occupy 
a distinguished position. Only the other day the Lord Mayor 
of London was a Scotchman, and he was the very personification 
of Scotch good sense and Scotch heartiness. For a success so 
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marked there must be greater and deeper reasons than chance 
and good fortune, and I am inclined to seek for the cause in 
the solidity of the Scottish character and in the excellence of 
the Scottish banking system. 

Very different has been the case with Ireland. Be it the 
fault of the race inhabiting it, or of the physical condition of 
the country—especially from the absence of coal and iron, which 
have played such an important part in the economic progress 
of Great Britain—or of the political circumstances which at- 
tended her union with England, or of the narrow sea which 
divides Ireland from the rest of the Kingdom, whatever be the 
cause, the fact remains that Ireland has not participated in 
anything like the same degree in the prosperity of Great 
Britain, and that just as in England and Scotland the progress 
has been rapid and well-sustained, so in Ireland it has been 
slow and fitful. An essentially agricultural country, her 
wealth is more dependent than that of England on the un- 
certain elements of rain and sunshine, whilst the unhappy 
failure of the potato crop in 1845, on which the subsistence of 
the people so largely rested, suddenly produced famine and 
disease to an extent seldom, if ever, experienced. Political 
discontent and agrarian crimes have discouraged the invest- 
ment of capital in the country, and have kept the people in a 
constant state of ferment. Difference of religion has prevented 
a greater mingling of races and people, Ulster and Connaught 
having but little affinity with one another ; whilst difference of 
character, resulting from the phlegmatic temperament of the 
Scotch and English, and the impulsive disposition of the Irish, 
could not fail to manifest its influence in the working of 
political and economic institutions. Witness their effects on 
banking. The Irish are constantly alternating between the 
extremes of confidence and distrust. At one time they will 
avail themselves in the most inconsiderate manner of any fa- 
cility of credit. At another, and immediately as credit is in 
any degree checked, they fall into a total want of confidence. 
In Scotland, a sound public opinion respecting the currencies 
operates even more efficiently than any bank restriction Act 
in economising the use of gold. A person who asks for gold 
in paymert of a note acts, in the eye of the community, in a 
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most unpatriotic manner, and contrary to the interest of the 
country. In Ireland, the great body of the peasantry have 
upon the lightest rumour a desire to possess themselves of gold 
in preference to paper. In Scotland, hoarding is never heard 
of, and has not been resorted to for, we may say, generations. 
In Ireland, in the memory of living persons, farmers used to 
hide their guineas behind the bricks of their chimnies. Yet, 
notwithstanding all these hindrances Ireland has considerably 
improved of late years. True, she has 3,000,000 of people 
less now than she had twenty-five years ago, but the ex- 
isting population, about 5,000,000, divide among themselves, 
not, of course, in equal proportions, nearly the same amount 
of riches, and, in many elements, even more than was 
possessed a quarter of a century ago. Pauperism has con- 
siderably diminished. Railways have been constructed, 
extending over 2,000 miles, involving an investment of 
nearly £30,000,000 of capital, and producing traffic receipts 
which have actually doubled in amount in the last fifteen 
years. The savings’ banks, including the trustees, and 
Post-Office banks, show an increase of capital belonging 
to the lower, middle and the working classes, now amounting to 
£3,000,000. ‘The amount of property charged under schedule 
A and B, viz., for income from land, has not increased ; but that 
charged under schedule D, for profits from industry, has con- 
siderably augmented within the last fifteen years. And what 
is more to our present purpose, the deposits in joint-stock 
banks have increased from £5,600,000 in 1840 to £27,000,000 
in 1872. Nor should we ignore the fact, that if the Scotch 
succeed in England, so do the Irish, toa certain extent at least. 
The Provincial Bank of Ireland has an honourable place 
among the banking institutions of the Metropolis, and for 
several years past there has not been a single failure among 


the banks of Ireland. There is a happy future yet in store 


for Ireland, I trust ; and we know that where commerce and 
industry prosper, there banking is also sure to advance. 

The earliest account we have of banking in Scotland dates 
from the foundation of the Bank of Scotland, towards the end 
of the seventeenth century, and if we can rightly deduce 
from conflicting statements, the Scotch are indebted for it 
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to an Englishman, a Mr. John Holland, just as the English 
are indebted to a Scotchman, Mr. Paterson, for the Bank of 
England. Only it is fair to add, that the Scotch do not admit 
their indebtedness, and assert that the idea was suggested to 
Mr. Holland by their own countryman, Mr. Paterson. The 
object of the Bank was the promotion of the welfare of the 
nation, and the advancement of agriculture, commerce, and 
manufacture, and to insure its success, according to the 
notions of the day, the Bank obtained with its charter, an 
exclusive monopoly of banking in Scotland for twenty- 
one years. The capital of the Bank was not to be very 
large, 1,200,000 Scottish pounds of 1s. 8d. each in value, 
amounting to about £100,000, and of this, two-thirds was 
subscribed in Scotland, to a large extent by Dutch and German 
merchants, who became thereby naturalised, and one-third in 
England, or rather in London, in one single day. The project, 
however, having originated in England, and the English pro- 
prietors having no confidence in the banking ability of the 
Scotch, provision was made that the governor and twelve 
directors should be English, and that the deputy-governor 
and twelve other directors should be Scotch. On what prin- 
ciple, could the English shareholders, one-third of the whole, 
demand that the governor and half the directors should be 
English, it is impossible to say. Why this was even worse 
than the exclusion of every Scotchman from the great body of 
officers of the Bank of England, when its very founder was a 
Scotchman! However, the Scotch would not submit long to 
such an insult, and the invidious distinction was soon after 
abolished. The Bank of Scotland was not very successful at 
first. Partly through the meddling of the Darien Company, 
and partly through political difficulties connected with the 
rebellion, the bank was twice, in 1704 and 1716, compelled 
temporarily to stop the payment of its notes. But no one 
suffered by it, and all along the Bank of Scotland continued 
to carry on a thriving business realisirig enormous profits. 
Long therefore, before the twenty-one years’ monopoly ex- 
pired, the good fortune of the Bank was wistfully watched, and 
many were the attempts to induce its directors to extend their 
operations beyond the pure business of banking. Some wished 
B 
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them to enlarge their business to foreign parts. Others, to 
unite with the bank, the business of insurance. And when 
these and other like attempts proved unavailing, direct hostility 
was resorted to by charging the bank directors with being 
hostile to the House of Hanover, with demanding too high a 
rate of discount, and with being too particular about their 
securities. At last, a party was formed to seek the incorporation 
of a new banking company, so as to put an end to the odious 
monopoly, and notwithstanding the objections urged by the 
Bank of Scotland and its friends, that it could be of no ad- 
vantage to the nation to have a second bank,—that it was 
impracticable to support, and carry on two banking companies, 
and that the fact that, in England, no rival was allowed to the 
Bank of England, was itself a wholesome warning against the 
multiplication of banking houses in Scotland,—the Bank was 
not allowed to have all its ways, and the Royal Bank of 
Scotland was incorporated by royal charter on the 3lst March, 
1727. 

The two banks managed well enough to live together, and 
there was plenty of business for them both, but the political 
condition of the country being turbulent, gold and silver left the 
country, and the banks found it necessary in 1730 to introduce 
a clause into their notes, making them payable at the option of 
the directors at the end of six months, with a sum equal 
to the legal interest from the time of demand to the 
time of payment. The currency of Scotland was then 
in great disorder. Notes were issued for 10s. and 5s., and 
in Perthshire notes could be had for sums as low as Ils. 
and even ld. But it did not continue, and as tranquillity was 
restored, the currency resumed its wonted credit, and an act 
passed in 1765, suppressing all notes under twenty shillings, 
and prohibiting notes of any amount to be issued with the 
optional clause. From that time, matters went on without 
further disturbance. So steady, indeed, have the Scotch banks 
proved to be that even at such critical times as in 1790, 1797, 
and 1825, when the English and Irish banks fell in such a 
number, the Scotch banks not only withstood all danger of 
failure, but were not even called upon for any extraordinary 
issue of goldin exchange for their notes. 
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Yet notwithstanding this decided success, the Scotch have not 
evinced any eagerness to multiply banks. Thirty-two years 
passed, from the first foundation of the Bank of Scotland in 
1695 to the establishment of the Royal Bank of Scotland in 
1727. Nineteen years more passed, before the British Linen 
Company was established, in 1746, and 64 years more, before 
the Commercial Bank of Scotland came into existence in 
1810. After that, the National Bank was founded in 1825, 
the Union Bank in 1830, and the unfortunate Western Bank 
in 1832, which became shipwreck in 1857, after years of mis- 
management, by inordinate advances upon produce, and upon 
most unsatisfactory securities.* Of late years, the number of 
banking companies in Scotland has been reduced rather than 
increased. In 1805, the date of the passing of the Bank Act, 
there were twenty of them now there are only eleven. But these 
banks have branches all over Scotland. In 1870 they had as 
many as 684 branches, so that, practically, Scotland is well 
provided with banking accommodation, the proportion being 
as one banking institution to every 4,250 of the population, or 
three times the amount in England where they are as one to 
13,000 persons. There is nothing in the Bank Act to hinder 
the formation in Scotland as in England of banks not of issue. 
But the want of this right is alleged to be an effective bar 
against the formation of new banks in Scotland, the people of 
that country not being disposed it seems to deposit with a 
banker that has not the power of issue. The public come toa 
bank, they pay in in proportion to their confidence in the same, 
and you take away one great means of publishing the respec- 
tability of a bank, if you take away the right of issuing notes. 
How far this pleading is correct I am not prepared to say. On 
the contrary, with the experiences we have of the large field 





* Mr. Coleman said—“ The Western Bank first made advances upon produce so as 
to become in point of fact the exporters. Next they made advances upon what were 
termed indents. Where a manufacturer received an order, he made out the value 
from an invoice which was called an indent, and upon that the bank made advances 
to enable him to carry out the manufacture, he having engaged to give them the 
acceptances which he would receive from his customer. If the goods were sent 
abroad he would deliver to them the Bills of Lading. The bank then had the 
option of effecting the insurance themselves. They sent their bills of lading 
to their own agents abroad through whom sales were made and they received a 
merchant’s commission upon the sales.” 
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open for banking, irrespective altogether of the right of issue, 
from the success of the London joint stock banks, it does seem 
that the Scotch have yet something to learn in matters of 
banking enterprise. A practical monopoly so complete as 
that enjoyed, for so many years by the eleven joint stock banks, 
would not have been allowed to remain unchallenged in England. 

The special feature of Scotch banking which is most prized 
by the people is the cash credit system. Nowhere, indeed, have 
bankers done more to assist honest industry, and to encourage 
the first start in an honourable and profitable career, than in 
Scotland. By their system of granting cash credit to any indi- 
vidual able to offer a satisfactory security, even if it be no more 
than the guarantee of two respectable householders, the Scotch 
banks have raised many a penniless struggler to a position of 
competence, aye of absolute eminence. Benjamin Franklin 
with thoughtful benevolence, devoted by his will £2,000 to be 
laid out in loans to young industrious tradesmen of the cities of 
Boston and Philadelphia, whose moral character was such that 
there could be found at least two respectable citizens willing to 
become sureties, in a bond with the applicants for the repay- 
ment of the money so lent, with interest. The Scottish system 
of cash credit is better than that. A hundred pounds, borrowed 
from the Franklin fund, will bear interest on the full amount 
against the borrower from the moment it is lent to the moment 
it is repaid, and this, whether the loan, or any part of the same 
is utilized or not. Moreover, in that case, the whole sum must 
be returned or none, and once returned, no part remains 
available. There is no account current between the lender and 
the borrower, and in many cases, a loan so contracted, instead 
of improving the circumstances of the borrower, really helps to 
reduce them. But on money obtained through a cash credit, 
no interest runs, except on the portion of money taken and 
used, and then for such time only as the same is really utilized. 
By such means, all the benefits of credit in capitalising houses, 
furniture, ships, and even one’s own character and ability, 
are fully realized, considerable convenience is afforded to small 
traders in allowing them to repay the money borrowed at their 
own time, and still more advantage is produced by enabling 
such to borrow direct from bankers at simple interest, instead 
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of resorting to money lenders, and paying double or treble for 
the accommodation. Part of the Scottish system of cash credit 
is doubtless put in practice in England also, in cases when 
bankers consent to open an account with a customer and honour 
his cheques to a certain amount, upon the recommendation and 
introduction of another customer. In England, however, this 
class of business is not courted by bankers, nor do they open 
such small accounts as Scotch bankers are in the habit of 
doing. Most of the loans granted by English bankers are on 
well approved securities or title-deeds. 

Fulfilling to the letter the definition that a banker is a trader 
in capital, Scotch bankers, have always allowed a moderate rate 
of interest upon all monies deposited with them, whether upon 
what are called deposit receipts or upon drawing account. In 
this manner Scotch bankers have succeeded in drawing to 
themselves all the surplus capital of the people. Well knowing 
that the very essence of a good system of banking is to gather 
small capitals together, so that they may be lent out again in 
large sums for the purpose of being applied to the increase of 
productive industry, and too well conversant with the Scottish 
character, not to know, that without some inducement, the 
owners of capital would not willingly pass any surplus amount 
out of their hands, the banks are wise enough to offer a mode- 
rate rate of interest upon every sum, and in this manner, they 
have succeeded in possessing a very large banking capital 
larger in proportion than is held by English bankers. Accord- 
ing to some able statistics of banking recently published by 
Mr. Palgrave, it seems that, whilst the aggregate amount of 
capital and deposits held by the Bank of England, the London 
and Country joint stock banks, the Private Banks, and even 
the leading Discount Houses gave a proportion of £20 per head 
of the population, the amount of the capital and deposits of 
the few Scotch joint stock banks gave a proportion of £27 
per head of the population. 

The history of banking in Ireland is more modern than 
that of England, and Scotland, an attempt to establish a bank 
in Dublin at about the same time as when the Bank of 
Scotland was formed, having failed from want of capital, or 
more probably from want of sufficient confidence in the 
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stability of Irish institutions to encourage the investment of 
the same. It was not till 1783, that the Bank of Ireland 
was established with a capital of £600,000 Irish currency, 
slightly less in value than the English, and that, like the 
capital of the Bank of England was entirely lent to the Govern- 
ment at 4 per cent., the charter providing that no banking 
partnership of more than six persons should be allowed to be 
established in the whole of Ireland. Again, we have an ex- 
ample of adherence to a narrow policy. Restriction and 
monopoly were as much sought for in 1783 as in 1695. Years 
had to pass before a better knowledge of the value of freedom 
began to be diffused in any part of the United Kingdom, and 
are we not yet labouring to a large extent under the same 
error? Whilst that monopoly lasted, any individual might 
have set up the business of a banker, though he had no more 
property than any simple mechanic. It was, in fact, a com- 
mon practice for one such banker to get money from persons on 
the promise to discount his bills, which they cashed on his 
own notes, and when the bill became due to endeavour to 
get it paid on the other notes. But what was the conse- 
quence? Such mushroom bankers fell as fast as they set 
up business. In 1804, there were fifty registered banks 
in Ireland, and nearly the whole of them failed at different 
times. The people suffered, but what did it matter 
provided the Bank of Ireland maintained safely its own 
monopoly? It was not till 1824, when the Irish having aroused 
themselves from their lethargy, and the merchants of Belfast 
having represented the evil of the system in the strongest pos- 
sible manner, that a measure was introduced which authorized 
the establishment of banking companies at a distance of 50 
miles from Dublin. And so the matter stood, till the passing 
of the Bank Acts in 1845, The Irish banking system has much 
in common with the Scotch. There is a daily exchange of notes 
in Dublin, whilst in Edinburgh it takes place twice a week. 
There is nearly the same system of cash credits in Ireland as 
in Scotland, but, unlike the directors of English or Scotch 
banks, as far as I am aware, the directors of the Belfast banks 
are apppointed permanently at a high salary, it may be £1,500 
a year more or less, according to their standing, and they are 
precluded from entering into other business. ° 
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I wish I had sufficient facts on hand to be able to 
test by figures the present condition of Scotch and 
Irish banking. But the returns are by no means complete. 
Of the private banks in Ireland we, of course, know 
nothing, and of the Irish joint stock banks only five publish 
their balance sheet. The Bank of Ireland, the Belfast 
Bank and the Northern Bank, content themselves in giving 
in their annual report the main results of their operations as 
to the profits for the year. The profits indeed are large in 
all cases. The Ulster Bank divided last year 20 per cent. per 
annum. The Northern and the Royal 15 per cent. The Mun- 
ster and the Hibernian 12, and the National 11 per cent. 
Among the Scotch banks, the largest dividend was made by 
the National Bank, at the rate of 16 percent. The Commercial 
and the Union Bank divided 15 per cent. each, the Clydesdale, 
the Bank of Scotland, and the Caledonian Bank made a dividend 
of 14 per cent., the City of Glasgow of 11, and the Royal 
Bank of 94 per cent. only. Comparing the published accounts 
of the Bank of England* with those of the London joint stock 
banks,t the Scotch and the Irish banks,{ it appears that 
whilst the liabilities of the Bank of England were in the propor- 
tion of 40 per cent. to its own proprietors and 60 per cent. to the 
public, so large being its capital in proportion to its operations, 
the liabilities of the Scotch banks were in the proportion of 13 
per cent. to the proprietors and 87 per cent. to the public, 
those of the Irish in the proportion of 18 and 82 per cent. 
respectively and those of the London joint stock banks of 11 
per cent. to the proprietors and 89 per cent. to the public. 
The Scotch banks have the minimum amount of gold among 
their assets. It was in the proportions of 6 per cent. of the 
whole against 16 per cent. held by the Scotch joint stock 
banks and 24 per cent. by the Bank of Ireland. Of public 
securities, on the other hand, whilst the Scotch banks had 21 
per cent. and the Irish 17 per cent. the London joint stock 
banks had only & per cent. There is little doubt, indeed, that 





* For the week ended Dec. 30, 1874. 
¢ For the year ended Dec. 31, 1873, 
+ For the year 1874. 
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the few prominent banks which published their amounts 
appear to be in a flourishing condition, but there is no reason 
whatever for ascribing the present solidity of our banking 
institution to the operation of the Bank Charter Acts. 

On this piece of legislation, on which so much has been writ- 
ten, little needs be said on this occasion. Suffice to say, that by 
the two Acts of 1845, especially affecting Scotland and Ireland 
the power to issue notes in those countries was confined to 
those banks which were in the habit of issuing notes in the year 
preceding the Ist May 1845. And, further, that the issues of 
each bank in Scotland and Ireland was fixed not to exceed the 
average amount of notes in circulation during the year ending 
at the same date, provided, however, that such banks might 
issue any amount of notes in excess of the legal issue, on con- 
dition of their holding gold in their coffers to cover the excess. 
What was the effect of such an enactment? Simply this. 
The Scotch and Irish bankers were thereby bound to keep a 
larger amount of capital in gold than was at all required by 
the habits or necessities of the people for purposes of circula- 
tion. But there are other features in the system which seem 
to deserve decided criticism. It was most objectionable to pro- 
hibit the establishment of any new barks of issue, so as prac- 
tically to confer a decided monopoly on the existing banks. Had 
the principle of permitting but one bank of issue for the 
whole of the United Kingdom, or of admitting no other than 
a state issue, been acted upon, or were the same still in con- 
templation, there might be some justification for the main- 
tenance of the present restriction. But with no prospect what- 
ever of adopting either alternative, the limitation of the right of 
issue to the few banks which happened to be in existence on a 
certain day thirty years ago can scarcely be defended on any 
principle. The obligation to keep gold within the coffers of the 
respective banks to cover any excess above the authorised issue 
is another decided grievance. It so happens, that sometime in 
the course of the year, in consequence of certain regular pay- 
ments falling due, the circulation in Scotland is necessarily 
enlarged for a time beyond the ordinary amount. And what 
follows? Under the necessity of providing bullion, clerks are 
sent to London to fetch it from the Bank of England. The heavy 
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cases are never opened, there being no extra demand for gold in 
Scotland, but there they lie till the notes return, when the bullion 
is sent back to England untouched. What folly does it seem to 
take away the gold from England where it is absolutely wanted, 
often at the very season when the withdrawal of even a small 
amount is seriously felt, and is likely to produce a rise in the 
rate of discount, to send it to Scotland where it is not required, 
and thus incur a wasteful expenditure of time and money! Nor 
is such a system at all justified by the need of providing for 
the convertibility of the notes in Scotland, for, apart from the 
security resulting from a careful administration, the regular 
exchange of notes, which takes place among Scotch bankers 
twice a week, when all the notes issued must be taken back by 
the respective issuers, and, if any balance be due by any one 
bank, it must be paid by exchequer bills or by a letter of credit 
in London, is quite a security against any excessive issue. 
Besides this, the very general practice in Scotland of keeping a 
banking account makes all the notes in circulation very speedily 
find their way into the banks, and it is not in the power of any 
bank to keep any part of the issue out for any time. Doubt- 
less, the obligations imposed on Scotch and Irish banks not to 
issue beyond a limited amount, except upon bullion, is a security 
against over issue. But no over issue can long remain in cir- 
culation, and if it be intended thereby to prevent the necessity 
of realising the securities kept in London, experience has shown 
that in this respect it has had quite the opposite effect. Bad as 
is the case, however, with respect to the Scotch and Irish banks, 
it is still worse certainly as regard the English joint stock 
banks, for, while the restriction with respect to Scotch and Irish 
banks was against any increase of their issue on credit, the 
English banks were precluded from extending their circulation 
under any circumstances, not even with sufficient amount of gold 
on hand, to cover the excess. Can we wonder, that when 
recently the Royal Bank of Scotland sought for power to 
establish a Branch in London, which its charter did not appear 
to contemplate, the English country joint stock banks peti- 
tioned the Chancellor of the Exchequer against the unfair 
treatment they received. 

The Bank Acts of 1844 and 1845 professed to establish 
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certain principles of currency and banking, but they only 
stereotyped what was in operation thirty years ago. They 
aimed at establishing one only bank of issue. They ended 
with recognising and perpetuating the rights of certain banks. 
They designed to place the issue of notes upon a metallic basis 
—they ended in leaving the largest amount based upon simple 
confidence. Whilst professing to treat all bankers alike, they 
introduced differences in the contingencies arising from the 
cessation of any bank for which it is difficult to find a reason or 
an object. In Scotland, if two banks join, the united bank is 
allowed to issue the circulation of both. In England, if two 
banks join the circulation of one is forfeited, and the united 
bank is only allowed the circulation of one. Beyond this, the 
law allows the circulation of one pound notes in Scotland and 
Ireland, and prohibits it in England. And then, there are 
differences in the constitution and administration of banking 
companies in the three countries. In Scotland, there is not 
now a single private bank. In England and Ireland, the joint 
stock and private banks are in open competition. In Scotland, 
all the joint stock banks are banks of issue. In England and 
Ireland, there are many joint stock banks without such right 
of issue. In Scotland, all the joint stock banks have branches 
all over the country. Not so those in England and Ireland, 
except, indeed, the London joint stock banks. In England, 
the Bank of England and several other banks allow no interest. 
In Scotland, every bank allows it. In England, Bank of 
England notes are legal tender. In Scotland and Ireland, 
their respective Bank of Scotland and Bank of Ireland has no 
such privilege. It has, indeed, been proposed to constitute 
Bank of England notes legal tender in Scotland and Ireland as 
well, but I doubt whether the Scotch and Irish would be agree- 
able to such a change, or if it would fulfil the purposes required 
in facilitating the operations of trade, or that it would help in 
maintaining a safe metallic circulation. 

The time has, I think, arrived when the banking legislation 
of the United Kingdom should be subjected to a careful revision. 
During the last thirty years, what changes have taken place in 
the entire financial system! What extension of trade! What 
economy in the circulation! What an expansion of the Clear- 
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ing House! What a multiplication of banking facilities! 
Above all, how many and how telling the lessons derived from 
the crises of 1847 and 1857 and 1866. During these same 
thirty years, how direct has been the influence of the Bank of 
France, of the American banks, and of the German banks, 
upon the Bank of England! What oscillations in the alter- 
ations of the foreign exchanges! What revolution in the 
precious metals! And how immediate and widely spread has 
become the effect of any disaster in banking or fiuance by the 
operation of the electric telegraph. Doubtless, there are 
principles of currencies which are as true in 1875 as they were 
in 1845 and they must of necessity withstand all revolutions 
and changes. But there are theories which must be tested by 
experience. And it is by the test of thirty years’ experience, 
that we must submit many of the theories involved in the 
Bank Charter Acts. Since the last enquiry, moreover, by both 
Houses of Parliament, what a change in the personnel of the 
leaders of economic thought. Since then, Parliament has been 
again and again dissolved. Of the Committee of the House of 
Commons which reviewed the operation of the Bank Acts in 
1847, Sir Robert Peel and Sir James Graham, Mr. Cobden and 
Mr. James Wilson, Mr. Glyn and Mr. Thomas Baring, Mr. 
Hume, Mr. Spooner, and many more, are all gone, whilst Earl 
Russell and Lord Overstone have long ago passed the meridian 
of their days. And need I say that John Stuart Mill, and 
McCulloch, and Ricardo, are no more ? 

The interests of commerce demand an inquiry into our 
monetary and banking legislation, and I would fain hope, that 
by gathering into one focus the experience of the past, and sub- 
jecting the whole to a fair and full criticism, conclusions may 
be arrived at, which may tend to place our system of banking 
and currency upon the solid basis of economic science. 


THE BANK OF FRANCE. 
Ir the Bank of England, the creation of the genius of Mr. 
Paterson, proved a great success, a different result awaited a 
similar institution founded a few years after in Paris by John Law 
of Edinburgh. La Banque Générale which he organized in 1716 
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was at first innocent enough. It was intended as a private 
bank with a capital of six millions livres divided into 1,200 
shares, one-fourth payable in specie and three-fourths in state 
notes, with power to issue notes payable at sight and to bearer, 
to discount commercial papers, and to receive money on de- 
posit. But mixed up with the Mississippi Company, man- 
aged by directors filled with the singular notion that the 
national debt of France, f.70,000,000 in amount, might be 
paid by a kind of legerdemain, and established at a time 
when the King pretended to have the power of giving an 
artificial value not only to the coinage of France, but to 
shares in any scheme, however wild, in which he might 
be interested, Law’s Bank proved unable to resist the temp- 
tation of attempting impossibilities, and after a brief and 
inglorious career, during which it practised on the credulity of 
the people in a manner hitherto unknown, it fell an utter 
ruin, producing a shock sufficient to discourage the formation 
of any baux in France for years tocome. About fifty years 
after the fall of Law’s Bank, in 1776, a bank of discount was 
established in Paris, which by an order of the Council of State, 
was authorised to discount bills, to trade in gold and silver 
bullion, and to receive money on deposit. But this too, after con- 
tending with grave difficulties, fell, when the issue of assignats 
by the revolutionary government rendered all banking operations 
well-nigh impossible. When order was so far improved, a bank 
of discount was established, entitled the ‘“‘ Caisse des Comptes 
Courants,” but its credit was never very strong, and it was 
ruined altogether as soon as one of its directors ran away taking 
with him a large sum of money belonging to the bank. 
However, the time came for something better being done 
and Napoleon, who, if he was a great destroyer, was also a 
great builder up, urged on the principal bankers and capitulists 
of France, at the head of whom was M. Perregaux, a financier of 
considerable position, to establish a new banking institution 
for the discount of commercial paper, and the issue of notes 
payable to bearer; the Government being prepared to assist 
the formation of such a bank, by causing that half of the sum 
paid in as a guarantee to the Receiver General of taxes, 
should be invested in shares of the bank, and that all the funds 
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received by the State should be paid to the bank in open account. 
The proposal having been accepted, a decree of the 2nd Nivése, 
An VIII, gave to this new society the name of the Bank of 
France, and about one month after, the 24 Pluvidse, a general 
meeting was held when the bank was established with a capital 
of £.30,000,000 or £1,200,009, and operations were commenced 
on the 1st Ventdse following. 

The bank was started under the best possible auspices. Its 
credit was excellent, the Government was earnestly disposed 
to strengthen it; and its operations were such as to secure general 
confidence. But soon after, the rupture of the Peace of Amiens 
began to try its power of riding on the storm of politics and 
finance. Napoleon, was anxious for the safety of the infant 
bank, and judging that the circulation of paper money by the 
three other banks, still in existence, might prove a source of 
difficulty, and that the Caisse d’Escompte du Commerce and 
the Caisse des Comptes Courants were too weak to stand, he 
forthwith amalgamated these with the Bank of France, sus- 
pended their separate issue, and by the Law of 24 Germinal 
An XI, April 1803, gave to the Bank of France a regular 
constitution, the first clause of which provided, that the 
association formed in Paris under the name of the Bank of 
France should alone enjoy the right of issuing notes payable to 
bearer. The capital of the bank wasthen increased to f.45,000,000 
or £1,800,000 and its management was placed in the hands of 
15 Regents and 3 Censors chosen by the shareholders, 7 of 
whom, with the 3 Censors, were to be merchants and manu- 
facturers. So long, however, as the war continued, and the 
wants of the state increased at a tremendous rate, and injuring 
commerce and navigation to the extent of threatening their 
complete extinction, it was impossible for the bank to prosper, 
and its position was greatly endangered. 

Nor was its administration altogether free from fault. Whilst 
the war was raging, and the Government of France was at 
its wit’s end, how to raise the necessary supplies, a company 
of united merchants was formed to provide the Government 
with everything they might require. The company was 
divided into three sections, M. Desprez was engaged in pro- 
curing the discount of treasury bills, M. Vanlerberghe in pro- 
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viding articles of food, M. Ouvrard in carrying on great trading 
operations. M.Ouvrard, was very ambitious in his projects, 
and planned a very grand idea. Spain, being bound to pay to 
France certain annual subsidies, he went to Spain to make 
very attractive offers. He proposed to relieve Spain from the 
payment of the subsidies for two years, to give to Spain some 
assistance in money which she much needed and also to send 
to that country grain and other articles of food especially for 
the use of the Spanish squadron. But what was Spain to give 
for all these good things? M. Ouvrard asked no more than 
full power to import dollars from Mexico at the rate of 3f. 75c., 
whilst they were worth 5f. at least. By all means, said Spain, 
take as many of them as you like, if you can evade the chase 
of the British cruisers. But this obstacle did not disconcert 
M. Ouvrard. Messrs. Hope and other Dutch houses being es- 
tablished both in Holland and England, M. Ouvrard proposed 
to transfer his right to import the dollars to them. American 
vessels with neutral flag would go to the Spanish colonies, and 
bring the dollars to Europe. These he thought Mr. Pitt could 
not touch. To his mind the plan seemed in all respects com- 
plete and excellent. There was, however, one important fault 
in it, viz., that whilst the subsidies were to cease, and the help 
in money by Spain no longer to come, and grain and provisions 
of great value had been actually sent to Spain, years must pass 
before the proceeds of these cheap dollars could be realised. So 
meanwhile, the Government was in a terrible stress, and the Bank 
of France was compelled to come to its aid But the bank 
itself was placed in great difficulty. Whilst the armies of 
France met with but chequered fortunes, a rumour spread 
that the Emperor had carried all the capital of the bank 
away with him to Germany, a rumour which might have proved 
fatal, had not the victory of Austerlitz soon swept away all 
fear and restored public confidence. Immediately on his re- 
turn to Paris, the very first thought of Napoleon was to give 
to the bank a stronger organization, and this he did by con. 
necting it more intimately with the state, though careful not to 
destroy its independent character. 

By the law of 1806, the privileges of the bank were renewed 
for 25 years longer, the capital was increased to 90,000,000f., 
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or £3,600,000, exclusive of the reserve, the management hitherto 
entrusted to a Committee chosen by the Genera] Council was 
put in the hands of a Governor and two Sub-Governors, nomi- 
nated by the Emperor, and the operations of the bank were 
specified to consist only in discounting commercial paper, not 
having more than three months to run, and in receiving money 
on open account and on deposit. With the new organization 
the bank became certainly stronger, but the state of France 
did not admit of much progress. From 1808 to 1814, she 
was distracted within, and carried away by triumphs or defeats 
all over Europe; and when at last the Empire fell, and the 
misfortunes of the country became past recovery, the bank 
was obliged to reduce its payments in cash to 500,000f. a day, 
from the 18th January to the 14th April, 1814. Critical in- 
deed was the position of the bank, when, being left without any 
Governor, its management had to be entrusted to M. Laffitte, 
one of the Censors. 

With the restoration of peace, and the revival of industry, 
the large towns of France felt the want of more institutions of 
credit. And since the Bank of France had reduced its capital, con- 
siderably restricted its operations, and confined them principally 
to the Metropolis, the Government found it necessary to take 
advantage of the authority reserved for the State, by the law of 
1803, of authorizing the establishment of special banks in the 
departments with the privilege of issuing notes payable to 
bearer. Accordingly, nine such banks were established at 
Rouen, Nantes, Bordeaux, Lyons, Marseilles, Lille, Havre, 
Toulouse, and Orleans. They succeeded wonderfully well, so 
much s0, indeed, that they led the Bank of France to recover 
the field it had abandoned, and to establish branches at Rheims, 
St. Etienne, St. Quentin, Montpellier, Grenoble, and Angouléme. 
Between 1835 and 1840, six local banks, and six branches of 
the Bank of France, were thus established in the most important 
towns. 

The charter or privileges of the bank being about to expire 
in 1843, the attention of the legislature was directed to its con- 
stitution in 1840, and in asking for the renewal of the privilege 
for twenty-five years longer, M. Thiers, at the Chamber of 
Deputies, and M. Rossi, at the Chamber of Peers, paid to the 
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bank a well merited encomium. M. Rossi, an economist of 
no mean order, advocating its claims, said, “The Bank of 
France, in the forty years of its existence, has witnessed the 
loss of our colonies, the Continental Blockade, the destruction 
of our commercial marine, the terrible catastrophe of 1814 and 
1815, the reversal of the Empire, France invaded, the restor- 
ation agitated by civil discords, and the revolution of 1830, at the 
same time that she had to combat all along with those terrible 
perturbations of the markets, those violent fluctuations in the 
Exchanges, and those commercial crises which broke out simul- 
taneously in both worlds. Yet in the midst of so much disorder 
the bank remained firm in its basis. Its credit has never been 
materially shaken, and when the price of its shares, following 
the general fall of prices, was at the lowest point, confidence in 
the wisdom of the bank management and in the safety of its 
engagements was never destroyed. Nor has the solidity of the 
bank been the fruit of inaction. Not only it did no evil, but it 
has been ever useful, ever progressive.” The privileges of the 
bank were then renewed without any difficulty, and again the 
bank succeeded in getting a provision inserted in the law, that 
no more departmental banks should be established except by a 
special law. 

From 1840 to 1846, the Bank of France progressed favour- 
ably, increasing the number of its branches at Besancon, Caen, 
Chateauroux, Clermont-ferrand, Mulhouse, Strasbourg, Le Mans, 
Nimes and Valenciennes. But the revolution of 1848, again 
caused an enormous disturbance in banking and finance, and 
the strength of the bank was severely tried. From the 26th 
February to the 15th March, the Bank discounted 125 millions 
of paper in Paris alone, and 43 millions in the departments. 
Next it was compelled to return to the Government 77 millions 
out of 125 deposited at the bank in open account exclusive of 
11 millions put at the disposal of the Government for the public 
service. On the 26th February, the bullion on hand in Paris 
was 140 millions. On the evening of the 14th March, it was 
reduced to 70 millions, and on the 15th, a decided panic set in, 
the bank being crowded with people demanding cash payment 
for their notes, so that in one day more than ten millions had 
to be paid in specie, But this could not last. On the same 
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day, the Provisional Government deliberated on the subject, and 
on the following day a decree was issued, authorizing the 
suspension of cash payments, lowering the amount for which 
notes might be issued, limiting the total issue to 350 millions,and 
ordering the periodical publication of the accounts of the bank ; 
a similar measure being also passed for the nine departmental 
banks, whose aggregate issues were limited to 102 millions. By 
declaring, however, both the notes of the Bank of France and 
of the departmental banks legal tender, different kinds of paper 
money were practically in circulation, with the additional incon- 
venience that the notes of each bank were legal tender only 
within the departments where they were in circulation. The evil 
of such a system was indeed evident, and to put an end to it, 
on the 27th April, 1848, a decree was issued, of a very 
arbitrary character, uniting all the departmental banks with 
the Bank of France, and granting to their shareholders so 
many shares of that bank in exchange for those of the banks 
thus cancelled. The capital of the Bank of France was then 
increased to 91,000,000f. or £3,600,000, and the issue of notes 
by the Bank of France and its branches was allowed to be 
as high as 450 millions. The suspension of cash payments 
produced at first a slight depreciation of the bank notes, but 
the public felt the importance of maintaining the credit of 
the bank, and the issue being kept within the closest limits, 
the bank notes soon regained what they had lost, and the 
bank was able to render most important service to the 
State. In March, 1848, the bank lent 50 millions on 
Treasury Bills, and a law passed in 1848 authorized the 
State to borrow 150 millions from the bank. But just in 
proportion as the notes of the Bank of France were freely 
received, so the coin disappeared from circulation, and bullion 
found its way to the bank. On the 22nd November, 1849, the 
bank had 418 millions in specie, whilst its issue amounted to 
442 millions. The bank had practically become rather of 
discount and deposit, than of issue, and whilst the public 
preferred notes to cash, the bank was anxious to dispose 
as much as possible of the precious metals which were 
lying idle in its coffers. As soon, therefore, as the general 
situation of business improved, the bank hastened to return to 
its normal condition, and at its own request, the law of the 6th 
c 
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August, 1850, was passed, which abrogated allthe decrees of 1848 
relative to’ the suspension of cash payments, as well as the 
imposition of any limits to the issue of notes, and placed the 
bank in precisely the same condition as before. 

From that time, the bank had a steady course of progress 
during the whole reign of Napoleon III., its operations 
increasing rapidly. The amount of its discounts in 1815 was 
£8,000,000, in 1835 £18,000,000, in 1855 £150,000,000, 
and in 1865 £240,000,000. The issues of the bank in 1815 
were £1,000,000, in 1835 £9,000,000, in 1855 £26,000,000, 
and in 1865 £33,000,000. And though times of difficulty 
have come upon the Bank of France in the same manner 
as upon the Bank of England, it is a remarkable fact, that 
whilst England suffered immensely from the crises in 1847, 
1857 and 1866, in each of which the Bank Charter Act had 
to be suspended, the Bank of France maintained itself nobly, 
and had its coffers generaliy full to repletion. On the 9th June, 
1867, the privileges of the bank were renewed for thirty years 
till the 31st December, 1897, and its capital was increased to 
182,500,000f. or £7,200,000, exclusive of the reserve. Let it 
not be imagimed, however, that there were no dissentients 
to the policy of maintaining these privileges. In 1865 the 
merchants of France complained that the bank was charging 
too high a rate of interest ; they held the bank responsible 
for the commercial crisis which had occurred, and demanded 
the appointment of a commission of inquiry with a view 
of finding out the means for remedying the evil under 
which commerce was suffering so heavily. The Bank of 
France having courted such inquiry, the government entrusted 
the same to the Superior Council of Commerce, Agriculture, 
and Industry, and accordingly an inquiry was instituted upon 
the principles and facts which govern the monetary and 
fiduciary circulation. The series of questions on which evidence 
was collected was very complete and searching. Respecting the 
recurrence of monetary crises the witnesses were asked to 
state, whether their tendency was to become more or less 
frequent, more or less general. Whether there was evidence of 
insufficiency of capital or of excess of enterprises. What influence 
had the institutions of credit on such crises; and was there 
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any diminution in the savings of the nation, or were the 
savings wrongly appropriated? Respecting the circulation of 
paper money, the questions touched on the mode of securing 
the convertibility of the notes, the expediency of having either 
one or more banks of issue; whether or not the Bank of France 
satisfied all the conditions of a good bank of issue, and if not, 
what modifications were required in its organization. Finally, 
as regards the Bank of France itself, what shouid be its capital, 
how should it be invested, what advantages should it offer 
to attract deposit, and should its notes be for large or small 
sums? ‘The inquiry was on an extensive scale, and some of the 
most eminent economists of Europe were summoned to give 
evidence before the Superior Council of Commerce, some of 
whom were partisans of freedom of banking, some of monopoly 
and restriction, M. Wolowski being the principal exponent of the 
theories of Lord Overstone, and Michel Chevalier of those of 
Thomas Tooke and John Stuart Mill. But no result seems to 
have come from the inquiry, no formal report having been 
published if ever made to the Council of State. The whole 
question was probably still under discussion when the war with 
Prussia put aside all economic considerations, and the bank had 
once more to face the troubles and anxieties of another reverse 
of the Empire, another invasion, and another tremendous 
collapse of finances. How it will come out of this new and 
extraordinary reverse it is too soon yet to prognosticate, but 
though the suspension of cash payments has been long in 
operation, not a whisper has ever been made of the bank being 
either weak or in danger. 

If we compare the constitution of the Bank of France with 
that of the Bank of England several important differences are 
noticeable. In that of France, the nomination of the governor 
requires the sanction of the government. In that of England, 
the directors are, one and all, appointed by the shareholders. 
The capital of the Bank of France is £7,200,000, that of the 
Bank of England £14,000,000. The Bank of France has not 
disposed of all its funds with the State, but only lent money at 
ditlerent times or invested a portion of its funds in government 
stock. The Bank of England, from the very first, lent all its 
capital to the State. Under the Bank Charter Act, the issues 
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of the Bank of England are regulated and controlled, at 
least in ordinary times, for in time of crisis and disorder, on 
three distinct occasions, the control was removed. The issues 
of the Bank of France, on the contrary, are subject to no 
control whatever in ordinary times, and a limit has been put 
only upon the bank note on the occasions of suspension of 
cash payment. In France, since 1848, there has been but one 
bank of issue. In the United Kingdom, there are many, the 
Scotch banks being all banks of issue. The rate of interest 
charged by the Bank of France has usually been more regular, 
and lower than that charged by the Bank of England. And 
though commercial crises have swept over France as well as 
over England, never did they make such havoc there as in this 
country. But after all, what comparison can be made between 
the industry, energy, and business activity of France and 
England? Compare the commercial capital of both nations. 
Compare the commercial resources of both countries. Here 
everything is advancing at double pressure, and we need not be 
surprised if with it we find more concussion and more disasters. 

I attach little importance to legislative restrictions in matters 
of banking. It makes little difference whether there be one 
only bank of issue as in France, or eleven as in Scotland, pro- 
vided they are alike faithfully administered. Nor is it of any 
use to attach much stress upon the circulation of bank notes 
only, where other instruments such as bills of exchange, and 
banking cheques, of considerably greater amount, remain 
practically beyond any control. Generally, we may assume 
that the solidity of banking institutions depends less upon 
the wisdom of the laws which govern them, than upon the 
probity, prudence, and wisdom of those who manage them. 
3ut let us not anticipate what may be better considered when 
we enter into the administration of a bank, and into the practical 
working of the Bank Charter Acts. Of late years, other institu- 
tions of credit have been established both in France and England 
which have usurped to some extent the business of banking. 
Witness the associations of Credit Foncier, and Credit Mobilier. 
Witness the numerous finance societies and discounting houses, 
contracting loans for foreign states, and entering into contracts 
involving monetary transactions of enormous value. Yet with 
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all this, banking and bankers never occupied a higher and nobler 
position than at this moment. The facilities of association, 
the adoption of limited liability, and the immense accumulation 
of capital, may increase the number of bankers and render 
competition closer and closer, but vaster still is the field 
for banking operations, wider and more promising are the 
prospects of banking all over the world. The collapse of 
credit and finance in France, and the disasters which accom- 
panied the Civil War in America, have placed the London 
bankers at the very head of the financial world. Let us trust 
that they may maintain this position of influence, and that as 
they minister to the wants of the State, provide funds for great 
enterprises, or advance the manifold operations of commerce, 
they may be able to exercise that cireumspection, prudence and 
foresight without which their vast resources are of little avail. 





BANKING IN ROSSIA. 
In the autumn of 1872 I had the rare opportunity of visiting, 
under singularly happy auspices, a country, about which but 
little real information exists, and yet one in which we are 
deeply interested, I mean the great Empire of Russia, great 
on account ef its vast size and large population, and more 
especially for the position it occupies as one of the five great 
powers of Europe supreme in their influence on the politics of 
the world. Fancy a state, comprising one-half of Europe, one- 
third of Asia, and a portion of America, and including within 
its bounds eighty millions of the human race; a territory, 
stretching in length from the Black Sea to the confines of 
Upper Canada, and in width, from the border of China to the 
Arctic Sea; and a State ruling over eighty different nations or 
tribes. Inthat Newski Prospect at St. Petersburg, which I so 
much admired, one might have seen the civilized European, 
neatly attired in the newest and most precise Parisian fashion ; 
the fierce Bashkir of the Ural Mountain,’ clad in rude armour, 
and armed with bow and’ arrows; the Crimean, with his camel, 
from the southern steppes; and the Esquimaux, who traverses 
with his dogs the frozen regions of the north, all fellow-subjects 
of one potentate. When they meet they look at each other 
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with all the surprise and ignorance of individuals meeting from 
England, China, Peru, and New Holland. I have not, indeed, 
visited even a tithe of the numerous provinces of Russia, nor have 
I been able to study, in any satisfactory manner, the many im- 
portant economic phenomena which that country exhibits, yet I 
felt it useful to verify or correct, by personal observation, by con- 
versation with eminent men, and by the study of documents not 
easily obtainable in this country, many points on which it is im- 
portant that we should be well informed, and I found it exceed- 
ingly useful and instructive. 

Permit me to say, gentlemen, that it is all important, for 
bankers especially, daily engaged in transactions of enormous 
value, to have something more than a vague notion of the condi- 
tion, resources, and prospects of foreign states. Never, in the 
history of the world, was the interdependence of nations more felt 
than at the present moment. We cannot remain passive spectators 
of what is passing around us, for we are affected by it in the most 
direct manner. When in 1870, the French raised the unfortunate 
ery, “A Berlin,’’ and resolved on that sad expedition which shook 
France to her very centre, the condition of her troops was greatly 
endangered from their utter ignorance, not only of the language 
of the country, but of the geography of the very places they in- 
tended toinvade. Norcana banker or merchant trade with any 
success with foreign states unless he possesses a sound knowledge 
of their condition. And it is with a view to encourage you to 
expand your knowledge over phenomena manifested far beyond 
the limits of these isles, that last year I directed your attention 
to the constitution and operations of the Bank of France, and 
that this year I present to youa sketch of the banking, currency, 
and finances of the Russian Empire. 

Russia has often been designated as a semi-civilized state ; but 
that designation can only apply to the peasantry, for the govern- 
ment itself maintains a position of greateminence in thediplomatic 
council of Europe, and its members are fully able to discern 
economic truths from economic fallacies. Doubtless Russia, as 
a whole, isas yet in the infancy of her civilization and develop- 
ment, but she is making enormous strides. Compare any of the 
older works on Russia with the more recent accounts of Gerebstow, 


Schnitzler, Tugenev, Tegobonski, Eckhardt and Buschen, and see 
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how every trace of barbarism is fast disappearing. The abolition 
of serfdom will speedily convert an enormous amount of forced 
and stunted labour into the spontaneous and doubly productive 
labour of freemen. By the construction of railways, a way is 
now open tothe most distant provinces of the empire, and the 
productions of the interior will find their way more easily to the 
shipping ports. Nothing can indeed alter the geographical 
position of the country—the comparative absence of seaports, 
the intensity of cold of the north-eastern regions, and the great 


_ heat of the southern. But it is wonderful how much art has 


done, and is capable of doing, to remedy the shortcomings of 
nature. Gradually do we see factory labour and steam power 
replacing household and hand labour. The administration of 
justice may not be so perfect as in England, there may not be 
the same confidence in the character of Russian judges and 
magistrates, yet I venture to say that bribery and corruption 
meet with a sterner resistance now than it was wont to meet in 
times gone by. 

I may take too sanguine a view of the condition and prospects 
of Russia, but I cannot help conceiving that a country so vast, 
extending over 9,800,000 square miles, with a population so 
extensive, and with resources agricultural, mineral and in- 
dustrial, as yet scarcely known, and wholly unfathomed, has a 
future the most brilliant before her. I can see, though yet from 
afar, millions of acres of fruitful land, now almost barren, giving 


. forth a rich and plenteous harvest; mines of coal, iron and 


gold in full operation in the very heart of Russia, to say 
nothing of the virgin soil of Siberia ; a population probably twice 
or three times eighty millions, for the Russians increase, and 
do not decrease like the French, of men exercising all the power 
of freemen, intelligent in industry, and successful in trade. 
Give to Russia time and peace, and we shall see her becoming 
the field of great industrial operations, and it may be of banking 
transactions of large magnitude. As it is, the value of Russian 
products is considerable. Take together the value of the 
fisheries, the chases, the forest, and the mine, including especially 
gold, copper and iron; the value of cattle and their produce, 
meat, tallow, skins and wool; the value of cereals and of textile 
plants, of the beetroot, tobacco, and the vine. Calculate 











40 The Gilbart Lectures on Banking. 


the amount of annual industry in metals and other minerals, 
in leather and wool and other animal produce, in brandy and 
beer, in hemp, cotton, paper, sugar, and tobacco, and you will 
find, that it comes at least to £600,000,000 per annum, not far 
short of the annual income of the people of the United King- 
dom. And yet it is quite true that Russian industry is still in 
its infancy. Commerce is limited to the exchange of the raw 
materials. The nobles have not sufficient capital to work the 
land. Of farmers there are few. The soil is badly cultivated. 
The means of communication are slowly improving. Manufac- 
tures are but little developed. Only all this is in process of 
great improvement. I will tell you wherein Russia is poor: 
she is poor in capital—in workable capital—in wealth appro- 
priable to reproductive employment. She has land in abundance 
—she has labour—she has jewels, enormous jewels, in her palaces 
rand museums, but she is sadly in want of what is called circu- 
lating or floating capital, and especially of money. And thence 
arise many of those strange phenomena which I have to present 
before you this evening in connection with currency and 
banking. 

Such of you as are accustomed to travel well know that the 
first of all requirements in travelling is a well-filled purse, or, 
at any rate, good provision by circular notes or otherwise for 
filling it wherever you purpose to stay. I had some such notes, 
and I required to get roubles for pounds at Warsaw, Wilna, St. 
Petersburg, and Moscow, but whereas the exchange between St. 
Petersburg and London in metal is 38°175d. for 1 rouble, the cur- 
rent exchange was 31d. or 32d. only, that is, we got more roubles 
than I expected for the shining sovereign. Why was the exchange 
so much against Russia? Why should we give so much less of 
sterling money for Russian money than the equivalency of coins 
should require? Here we have before us a practical manifesta- 
tion of the principles which regulate the foreign exchanges and 
the currencies. The adverse exchange may arise either from a 
balance of trade or of payments against the country in question, 
or from a depreciated currency, whether metallic or fiduciary. 
In this case, the balance of trade between England and Russia was 
not against her. In 1871 we imported from Russia £23,700,000 
worth of grain and other produce, and exported thither mer- 

















Banking in Russia. 41 


chandise to the value of £9,800,000, shewing a difference of 
£13,900,000 against England, though it is not difficult to 
see how it is balanced. A large portion of the public debt 
of Russia, probably one-fourth, being due to England, one- 
fourth of the interest or £3,000,000 goes to pay for the grain. 
Of late years, large sums have been invested by British traders 
in Russian enterprises, and we pay it in many cases in Eng- 
land itself in the purchase of materials and payment of 
wages. Further, as has been well stated by Mr. Goschen in 
his work on the Foreign Exchanges, even the millions sterling 
annually spent by rich Russian nobles in travelling or in foreign 
residence in London, Paris, or other capitals of Europe, constitute 
so much capital taken from Russia, which tells against the 
balance of her trade, precisely in the same manner as if such money 
had been spent in Russia in the importation of foreign goods. 
Moreover, may we not be paying for Russian produce by ship- 
ments of merchandize to other countries which supply Russia 
with their productions ? 

Nor is the adverse exchange caused by any deficiency in the 
metallic currency of Russia. I scarcely saw Russian gold in 
Russia, and little silver passed through our hands. What we 
got, to our great discomfort, was heavy copper kopecks. Yet, 
theoretically, I understand the Russian gold coins are the most 
regular of all coins with regard to quality, and they are a 
favourite coin in the British Mint for re-coining into sovereigns. 
At the Moscow Exhibition, I saw an interesting collection his- 
torically arranged of Russian coins, No coin, it appears, was 
known in Russia before the tenth century. Small pieces of 
marten and squirrel skins stamped were then the only currency. 
The first coin was introduced by the Tartars, and the Russian word 
for money is derived from a Tartar word signifying token. But 
soon after coins were issued impressed with the arms of Moscow 
or St. George and his spear, and thence came the name kopeka 
from kopa or kopectzo, a spear. In the sixteenth century a mint 
was set up at Moscow, and in 1654 the first rouble was struck. It 
was not long, however, till the Moscow mint was abolished, and 
one was set up at St. Petersburg, which does little work indeed, 
so far as the coining of gold. In any case, if it does but little 
good the mint of Russia does no harm, and not a word can be 
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said of its issuing any depreciated currency. But if there be 
no unfavourable balance of trade or payment against Russia, and 
the metallic currency is not defective, why do we give only 
82d. instead of 38d. for the Russian rouble—why this adverse 
exchange? ‘The reason is simply an excess of paper currency, 
inconvertible de facto if not by law. 

It is little more than one hundred years since first Peter ITI., 
and afterwards Catherine II., took it into their heads to issue a 
paper currency. True, as the arbiter of domestic commerce, it is 
one of the prerogatives of the sovereign to control the currency 
of the realm. But to what abuses has this privilege given rise! 
Little thinking that the copper money in circulation, however 
inconvenient, fairly represented the condition of Russian re- 
sources and Russian capital, then at a very low ebb, and imagin- 
ing that it was within the function of the State to create money 
at pleasure, these magnates of Russia gave themselves out as 
producers of this desired commodity, in the shape of paper 
money. For a time such paper notes were indeed accepted 
and even preferred to the heavy kopeks, and so long as the 
amount in circulation was reasonable, and proportioned to the 
wants of trade, the paper currency maintained its value. But, 
alas, the Turkish war, which required larger sums than the 
finances of the country could well spare, suggested to the 
Russian Government the expediency of making the issue of 
money a ready means for filling a bankrupt exchequer. Won- 
derful discovery! How much easier it is to print or sign many 
quires full of paper notes than to extract by hard labour money’s 
worth in gold and silver. 1f nations had to amass their resources 
in this manner before they resolved upon going to war, how many 
disastrous wars would be averted. 

The effects of an over-issue of paper money were soon visible, 
in the fact, that a silver rouble in silver commanded more 
kopeks than a silver rouble in paper; and just in proportion as 
the issue increased, so the disproportion between gold and 
paper become more and more marked. So, in 1817, when the 
amount of paper in circulation reached 836,000,000 roubles, 
the exchange between London and St. Petersburg fell as low 
as 9d. per silver rouble. But a condition like this was fatal to 
Russian finances and Russian credit, and in 1822 the govern- 
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ment resolved to contract special loans in foreign countries in order 
to withdraw a portion at least of such currency, and to burn up 
some 200,000,000 of notes. The proposal was carried into 
effect, but the measure was not radical. The principle of the issue 
still remained intact, and confidence was not thereby augmented. 
Hence the question was again discussed on the accession of 
Count Kankrin, an economist and a reformer of great firmness, 
as Minister of Finance, and a resolution was passed that it was 
expedient to modify, if not to relieve altogether the evil com- 
pluined of. On the Ist July, 1839, he accordingly issued a mani- 
festo declaring that the silver rouble should thenceforth be the 
sole legal money of the Empire : that the paper notes should be 
received only as secondary signs of value at the rate of 34 
roubles for every silver rouble ; that all engagements between 
individuals and with the Treasury should be made and settled 
at silver roubles, and that the course of exchange should be in 
the silver rouble. And to complete the plan orders were given 
for the withdrawal of the old notes, and the issue of new so- 
called metallic notes of the amount at 34 to 1 to the extent of 
170 millions, such notes being convertible into specie. Con- 
sequently in 1844, a formal ceremony took place, worth going 
to Russia to see, of carrying into the fortress at St. Petersburg, 
under the supervision of 24 members of the Bourse and a 
deputation of traders, gold and silver in ingots and specie to 
the extent of 70,464,245 roubles and 99 kopeks; a sum which 
was afterwards increased to 121,800,000 roubles as a guarantee 
for the convertibility of the notes. What more could be asked? 
There were then only 170,000,000 roubles in paper in circula- 
tion and 121,000,000 in specie to cover it. Why? Russian 
finances were so prosperous as to enable the Emperor Nicholas 
to come to the market as a large buyer of French securities 
to employ the surplus funds of the State. But this seeming 
plethora of capital lasted only a very short time. The year of 
revolution 1848 brought troubles to Russia. A war took place 
in Hungary, and the finances went into ruin. Again the State 
resorted to an issue of notes, and in 1849 the amount of notes 
reached once more 300,000,000 roubles, the precious metals 
meanwhile being sent away. A few years passed, and the 
Anglo-Russian war took place, which demanded still greater 
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sacrifices. So the issues were multiplied, and in 1857 the amount 
reached 735,000,000 roubles, with what amount of specie to 
cover it I am not able to say—sufficient to state, that the ex- 
changes were quite suspended. 

In 1860, the present Imperial Bank was established for the 
purpose of regulating the issue of paper currency and giving 
assistance to commerce. And in 1862, M. Eugene Lamanski, 
the director, an able writer as well as a most accomplished 
banker, published a memoir on the causes of the disorganization 
of the system of credit in Russia, and on the means of re-estab- 
lishing it. In his opinion, the principal cause of the mischief 
was the instability of the monetary instrument. So long as 
the State maintains a forced currency, it can have but little 
value, but let Russia renounce, now and for ever, the using the 
issue of paper money asa financial reserve, and all will be 
remedied. The suggestion was certainly a sound one, and the 
Czar made a formal promise to adhere to M. Lamanski’s counsel 
in the same manner as former czars had done in similar circum- 
stances. But, alas, experience has shown that little, very little 
confidence can be placed on such promises, and though at 
present we may have perfect reliance on the good faith both of 
M. Lamanski and the government, who can tell what may be 
the policy of Russia in case of war arising from any European 
complication ? On the 3lst December, 1870, there were in 
circulation in Russia 716,000,000 roubles of State notes. 
Against that sum there were at the bank gold and silver 
bullion and coin, most of which I have seen with my own 
eyes, together with a small sum in obligations of the Treasury, 
in round numbers 150,000,000 roubles, that is about twenty per 
cent. But the State note is not convertible. No one hasa 
right to go to the bank or the Treasury and ask silver or gold 
for his paper. And who can tell how long will that gold and 
silver remain in the vaults of the bauk? The present governor 
is anxious to maintain a certain relation between the metallic 
and the paper circulation, but if he can resist the demands of 
trade can he resist the demands of the State? These are the 
causes whichdepreciate the value of the paper currency in Russia. 
And I venture to say that not until the present State issue is 
altogether changed intoa bond fide banking issue, shall we 
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witness in Russia a return of public confidence on the currency, 
and consequently a return to a par of exchange between London 
and St. Petersburg. 

But there is another feature of great moment to which I have 
not yet alluded. It is the existence in Russia of a bona fide 
State bank—a bank founded by the State, conducted under the 
supervision of the State, and for the benefit of the State. Its 
directors are a committee of the Treasury. Its capital is an 
investment of the State. Its business is partly for the State 
and partly for the general public, but its profits are credited 
solely to the State. In short, just as in this country the 
government effects small insurances for the poorer classes, 
and in other countries the State often administer railways and 
other public concerns, so in Russia the State has entered into 
banking business. Some idea of the operations of this State 
bank may be interesting. The Imperial Bank of Russia and 
its branches have an aggregate capital of £3,000,006, whilst 
the capital of the Bank of France is £7,000,000, and that 
of the Bank of England is £14,000,000, and with the rest about 
£17,000,000 total. In 1870 the amount of the commercial 
operations of the Imperial Bank of Russia reached the large 
sum of £1,600,000.000, whilst those of the Bank of France, in 
1869, amounted only to £330,000,000. We would scarcely 
imagine that the Bank of Russia had five times the business of 
the Bank of France, but I do not know how these respective 
amounts are really made up, and besides we must remember 
that the Bank of Russia possesses a much more complete 
monopoly of banking than the Bank of France ever had. Whilst 
the net profits of the Bank of Russia amounted to £600,000, 
those of the Bank of France were only £400,000. There are 
other banks in Russia, of course, besides the Imperial Bank. 
But all the banks together do not seem to have a capital larger 
than that of the Bank of England. The Imperial Bank has 
45 branches. There are 205 communal banks with an aggregate 
capital of about 6,000,000 roubles. There are 115 savings 
banks with deposits to the amount of 4,800,000 roubles, and 
there are 20 to 25 other large banks by shares at St. Petersburg, 
Moscow, Kharkow, Kiew, Riga, Volga-Kama, Warsaw, Odessa, 
some of which have considerable transactions. 
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But what are about 400 banks in an area of 3,000,000 
square miles? Ina large number of provinces there are no 
banks whatever, and merchants have no means of making their 
payments. The British Consul at Bordianski reported that 
money was brought there from Odessa and St. Petersburg by 
overland, post bills being sent there for negotiation ; that an 
expense of sixpence in the pound was thus incurred at 
Bordianski, and that, in consequence, the rate of exchange was 
always quoted there at 24 per cent. less than at Odessa. In 
such cases remittances were always behindhand, and merchants 
having engagements to meet were obliged to borrow from 
money-lenders, who charged them according to circumstances 
from one-half to 2 per cent. from post-day to post-day, the 
average term being three days. A church, a printing-press, 
and a bank are, it is said, the symbols of civilisation. Russia 
may have the church, but neither the printing-press nor the 
bank are fully open. Remember that a bank is to capital what 
the railway is for the locomotion of men, and the newspaper 
for the circulation of news. As the railway or the newspaper, 
so is the bank. It certainly does not create capital, but never- 
theless it makes it profitable by circulation. What is wanted 
in Russia is less dependence on the State for the formation of 
banking or any other commercial establishments. Too much power 
is granted to officials to grant or refuse privileges, too much room 
is given for corruption, gifts, bribery, the very bane of a civilised 
government. In this country not many years ago no limited 
company could be formed without the grant of a Royal charter. 
And it depended upon the amount of influence brought to bear 
on the Board of Trade as to whether such charter could be 
obtained or not. But we have done with that state of things, 
and the Russian Government, which knows full well the abuses 
of the present system, should see to abolish it im toto in Russia 
also. 

Of late years there has been great increase in the number of 
companies for trading and other enterprises in Russia, especially 
for railways, involving an extensive capital, From 1821 to 1830 
there were only three companies formed, with a united capital of 
4,000,000 roubles ; from 1831 to 1840 the number was thirty- 
seven, and their capital 37,000,000 roubles; from 1841 to 1850 
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the number was eighteen, and the capital 13,000,000. But 
from 1851 to 1860 the number increased to 126, and the capital 
327,000,000 roubles; whilst from 1861 to 1876 the number 
increased to 148, with an aggregate capital of 771,000,000 
roubles. In truth, the movement of Russia is increasing every 
day. In 1859 the exports of Russia amounted to 162,000,000 
roubles ; in 1869 they were 255,000,000. In 1859 the imports 
of Russia amounted to 319,000,000 roubles ; in 1869 they were 
592,000,0U0 roubles. In 1859 the shipping entered and cleared 
in the ports of Russia were 18,900 vessels—2,000,000 tons ; 
in 1870 they were 24,300 vessels—3,500,000 tons. These 
figures are nothing as compared with those of British trade and 
navigation, but they are important as exhibiting an actual 
increase in every branch of industry. But enough about 
Russia, for I think I have sufficiently indicated that if there 
are elements at work which will promote her advancement, there 
are sufficient causes to justify considerable caution in our expec- 
tations. The most remarkable phenomena in connection with 
our subject is the extensive use of an inconvertible paper 
currency at the present moment. In Germany, Italy, France, 
the United States, and many other countries, specie payments 
are suspended. A few years ago it was estimated that the total 
amount in circulation was more than eight milliards of francs, 
or about £300,000,000. And now the amount is probably even 
greater. But what becomes of all the gold that is year after 
year extracted from Australia and California? It has been 
estimated that since 1848 not less a sum than £600,000,000 of 
gold coin has been issued by the mints of England, France, the 
United States, and Sydney. Where are they? Are they 
snugly buried in the vaults of the banks of France and England ? 
What amount is now lying in Berlin? How much has India 
absorbed? Or are the precious metals finding the way more 
largely among the masses of the population? And what is the 
effect of an extensive paper currency on the economy of capital ? 
These are questions of great moment, which well deserve careful 
study. In so brief a course of lectures I can do little more 
than indicate the bold outline of some of the many subjects 
which often tax the ingenuity of bankers to decipher and con- 
trol. But if you will allow your attention to rest upon any one 
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of them, and take to your aid what is available in the literature 
on banking and finance, your attendance here will, I trust, 
prove not altogether in vain. 





AMERICAN BANKING. 

Tue condition of currency and banking in the United States 
of America has always excited the liveliest interest in this 
country, on account not only of the importance of such ques- 
tions in their economic aspect, but of their immediate bearing 
on the state of commerce and finance in the United Kingdom. 
In 1872, one-fifth of the whole commerce of England with 
foreign countries was carried on with the United States. The 
amount of British property invested in American securities is 
very large. It is in London that all the exchanges between the 
United States and India and China are settled. Enormous 
amounts of bills are daily running reciprocally between England 
and the United States. Next, indeed, to what is passing in 
the United Kingdom itself, it is to the United States that the 
attention of the financier and economist must be directed, and 
many are the changes and oscillations which vibrate through 
the electric wire safely lying at the very depth of the Atlantic. 

Many are the problems suggested by a survey, however rapid, 
of the banking system of the United States. How far has 
banking, which is recognised everywhere as a powerful auxiliary 
in the production of wealth, tended to advance or retard the 
prosperity of the United States of America? "Whence have 
arisen those frequent panics and crises which have marked the 
history of American banking and finance? What lesson can be 
drawn from the history of banking in a country which boasts 
itself of allowing the principles of freedom to operate their 
necessary consequences in every department? What analogy 
does exist between the State banks of the United States, and 
the State banks of Russia, or the same State banks of England 
and France? What connection is there between the currency 
system adopted after the conclusion of the recent war in 
America, and the national banks thereafter organised? There 
is much in the history of American banking which is worthy of 
careful attention. 
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To form, however, a correct notion of the working of any 
system of banking, we must not ignore the idiosyncrasies of the 
nation among whom it operates. Compare the cool, shrewd, 
calculating mind of the Scotch or the Dutch, with the impas- 
sioned, go-a-head spirit of the American. The same law may 
operate very differently among the one or the other. Account 
also should be taken of the geographical condition of the country. 
A national bank may be effective in England, which is inter- 
sected all over by railways, and is otherwise conspicuous for the 
unity of her institutions. But in the United States, where each 
state possesses a certain amount of autonomy, and where the area 
of each is so vast, no single bank, and I would even add no 
single system of banking, may be at all sufficient. In the old 
world, moreover, we advance but slowly, and the wants of bank- 
ing and finance may be calculated with sufficient accuracy. Not 
so in the new world, where progress is so rapid and intermittent. 
The principles must necessarily be always the same, yet when 
applied over a wider area and appearing in new combinations 
and modifications, they reveal themselves in a new light, and 
may become the subjects of fresher studies. 

Gold and silver have not been always the circulating mediums 
of the United States. When the pilgrim fathers sought for 
themselves in the new world that freedom of conscience which 
was denied to them in the old, they carried with them a most 
insufficient supply of the precious metals. Tobacco and corn 
were then used as a circulating medium. In 1641, General 
Court, of Massachusets, ordered all payments of debts to be made 
in corn at the usual price. Two years after, wampourhead, 
an article of traffic with the Indians, was constituted a valid 
currency. In Virginia, young men and old bought wives and 
paid for them in tobacco. Maryland, in 1732, adopted tobacco as 
legal tender at 1d. per lb. These were, indeed, the days of 
small things for the American colonies. Gold and silver were 
scarce, and produce was not always realisable. Yet the British 
Government was not favourable to the introduction of paper 
money. In 1764, an Act was passed, declaring that no paper 
money should be legal tender in payment, and enjoining the paper 
in circulation to be sunk, that is paid off in hard money within 
a limited time. But necessity has no law, and only a few years 
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after, in 1773, another Act was passed, providing that the paper 
issued by the Governments of the colonies in America, as secu- 
rity to their public creditors, should be received by the public 
treasurers as a lawful tender for the payment of taxes. 

At the breaking out of open hostilities against the mother coun- 
try, the American colonies found themselves wholly unprovided 
with the sinews of war, and they began to issue paper or “ continen- 
tal money,” as it was called. The first issue in limited quantity, 
in 1775, was well sustained, but rapidly as the struggle advanced, 
and the amount swelled, the depreciation became more and more 
sensible. With an issue of $30,000,000, in 1778, six dollars in 
paper were given for one silver dollar. With an issue of 
$200,000,000, in 1780, $80 in paper were given for one silver 
dollar ; and so the depreciation increased till $400, and even 
$1,006, in paper, were given for one silver dollar. Matters at 
last came to such a point that it was impossible to fix any 
standard of value for the paper in circulation. No one knew 
what he was doing in money matters. The currency had ceased 
to be any longer a standard whereby the value of any property 
or labour could be ascertained. But what happened in North 
America, in 1780, is just what happened only thirteen years after 
in France, with the circulation of the assignats. A currency 
resting on confidence may exist advantageously, but the primary 
conditions of success must necessarily be a sound discretion as 
to the amount of issue, and ample guarantee for the stability of 
public institutions. Here both were wanting. The issue was 
inordinate. The war with England was a step, the result of 
which no one could foresee, and as might be expected all the 
elements of fear and uncertainty were reflected in the deprecia- 
tion of the colonial issues. 

The strife however was not long. The colonists gained the 
day, and a new era in currency and banking comes before us 
with the final adoption of the constitution of the United 
States of America in 1789. Not a year, in fact, elapsed when 
the Secretary of the Treasury laid before Congress a plan for 
the establishment of a bank of the United States, for which 
he presented a Bill before the House understood to have been 
approved by Washington himself. The Bill itself, which passed 
into law, was simply an Act to incorporate the subscribers to 
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the bank, or to establish a corporation, but it contained two 
clauses of doubtful expediency. The first was, that bills and 
notes of the corporation payable on demand should be re- 
ceivable in all payments to the United States. The second 
was, that no other bank should be established by any future 
law of the United States during the continuance of the corpora- 
tion thereby created, for which the faith of the United States 
was pledged. Constitutionally, it was highly questionable 
whether Congress had the power to grant such rights. True, 
the right of the State to coin money, to regulate the value 
thereof, and to fix the standard of weights and measures, was 
granted by the constitution to Congress, but it was a stretch of 
argument to say, that inasmuch as a national bank is an appro- 
priate means for carrying into effect some of the enumerated 
powers of government, therefore it could create an institution to 
issue paper money, and might also bind the hands of Congress 
at all future time not to establish another bank, And what was 
the result? The clause admitting the notes of the corporation 
as money had to be withdrawn in 1812. Dissensions afterwards 
a occurred between the bank and the President, and though the 
bank as reconstructed in 1816, was for a time very strong, the 
government from that time saw that the paramount interests of 
the country might thereafter be compromised by the relations 
of the State with the bank. In 1832, a law was passed by both 
Houses for the renewal of the charter, but the President refused 
to ratify it. With the President rested the nomination of five 
directors. He appointed persons hostile to the management. 
The bank and the government did not work together, and to 
put an end to the dissension, in 1836, the bank was ordered to 
pay all the public deposits into the Treasury, and a decision 
was arrived at that thenceforth all matters relating to stock be- 
> longing to the United States should be managed by the 
Secretary of the Treasury. The advantages of a national 
bank are asserted to be, first the issue of a uniform, and as far 
as paper can, a sound currency, and second complete security 
to government in its fiscal operations. But none of these ad- 
vantages were really rendered by the Bank of the United States, 
for, on the one hand, the States of the Union never abandoned 
their rights to charter banks, with the right of issue, and on the 
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other, neither the financial resources nor the commercial adminis- 
tration of the Bank of the United States, were such as to enable 
it to grant material help to the fiscal operations of the States. 
The Bank of the United States succeeded in 1835 in obtaining 
a charter from Pennsylvania, and so continued for a time an 
ignoble existence till at last, in 1836, it suspended cash pay- 
ments, and no more has ever since been heard of the same. 
The removal of the public deposits from the Bank of the 
United States gave great impetus to the creation of banks, all 
over the country, and consequently toa proportionate extension 
of the currency. It had been as we have seen the uniform 
practice of the different States of the Union to allow banks to 
be established for the issue of notes payable in specie on demand. 
In cases where the liability of shareholders was to be limited, 
they were established by an Act of the local legislature, but 
down toa late period, banking was, generally speaking, quite 
free, and all individuals and associations might issue notes, pro- 
vided they engaged to pay them when presented. Nay, in some 
States the issuers of notes were entitled even to decline paying 
their notes on demand, or offer to pay twenty-four per cent, 
interest to the holders for the period between the refusal to pay 
and the actual payment. Need we be surprised if, under 
these circumstances, with no actual obligation to pay in 
cash, the banks did not scruple to issue their notes ad libitum ? 
In 1830, the total amount of notes in circulation was 66 million 
dollars. In 1834, the amount reached 94 millions. And in 1836 
they amounted to 140 millions! At last a crisis came with its 
usual concomitants losses and despair. On the 11th July, 1836, 
the Secretary of the Treasury instructed the receiver of public 
money in the western and south-western States to take nothing 
in payment for the public lands, but gold or silver or notes 
payable in specie, and this necessitated a restriction of opera- 
tions. Immediately after a want of confidence was created. 
The abundance of fancied riches, the wild hopes of unheard-of 
profits, and all the dreams which a speculative mania is sure to 
engender, suddenly disappeared, and a crash ensued when every 
bank suspended payments. A contraction of notes became then 
a necessity. But sad was the condition of trade when with no 
chance of having gold or silver the fictitious paper too was 
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disappearing. Then merchants had nothing to pay their debts 
with, The manufacturers had to suspend their production. 
The labourer had nothing wherewith to buy his bread. By 
degrees, of course, matters mended. The delusion incident to 
an enormous paper circulation, which gave a fictitious value to 
everything, and stimulated adventure and speculation to an 
extravagant extent, was succeeded by the substitute of the 
precious metals and paper redeemable in specie, and thus credit 
was gradually restored; but the revulsion proved itself con- 
duvive to disaster, and no sooner the crash of 1836 ended than 
another occurred in 1839, when nearly every bank became 
again shipwrecked. 

That some remedy was required to a state of things so in- 
jurious, everyone was convinced. But the legislature was 
powerless and no principle was settled. In the State of New 
York a general banking law was passed in 1838, providing that 
banking associations should deposit with the comptroller part 
of or all their capital, and receive from him power to circulate an 
equal amount of circulating notes. A security fund was organised 
to be made by a deposit demanded from all the banks, to meet 
any loss from the bankruptcy of any banks. But these mea- 
sures were at best of a partial operation. Nocheck was thought 
possible to an indiscriminate issue, and,it was in vain that the 
Secretaries of the Treasury commented severely on the indiscre- 
tion of the banks, and on the extreme laxity of their operations. 
Mr. Webster, one of the most eminent statesmen, held strong 
opinions on the subject, and would fain have legislated at once 
upon it. In an able address to Congress he said, “ I hold it to 
be of the utmost importance to prove, if it can be proved to 
the satisfaction of the country, that a convertible paper currency 
may be so guarded as to be secure against probable dangers. 
I say, Sir, aconvertible paper currency, for I lay it down as an 
unquestionable truth, that no paper can be made equal and 
kept equal to gold and silver, but such as is convertible into 
gold and silver on demand. But I have gone farther and still 
farther than this, and I contend that even convertibility, 
though itself indispensable, is not a certain and unfailing 
ground of reliance. There is liability to excessive issue of paper 
while paper is convertible at will. Where, then, shall a 
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regulator be found? What principle of prevention may be 
relied on? By subjecting all banks to the rule which the most 
discreet of them always follow, by compelling them to maintain 
a fixed proportion between specie and circulation, without 
regard to deposits on one hand or notes payable to bearer on 
the other.” Mr. Webster in 1838 held the same views as 
were propounded in 1844 by Sir Robert Peel and as were 
vigorously defended by Lord Overstone before and after that 
time. Without attempting to take any guarantee for deposits, 
he held it incumbent on the Legislature to take measures for the 
protection of the circulation. But Mr. Webster was not 
supported in his views either in the Legislature, or among 
bankers and financiers, and no attempt whatever was made to 
introduce any such measure as he foreshadowed. Meanwhile 
the prosperity of the United States increased apace. In 1830, 
there were in the United States 880 banking institutions, with 
an aggregate capital of $145,000,000, and a circulation of 
$61,000,000 ; whilst the population was 12,000,000, and the 
total amount of imports and exports was $144,000,000. After 
thirty years, not without many occasional relapses, not free 
from grave blunders and serious failures, the United States in 
1860 possessed 1562 banking institutions, with a collective 
capital of $421,000,000, and a circulation of $207,000,000; 
whilst the population increased to 31,000,000, and the aggregate 
amount of imports and exports was $762,000,000. In moments 
of aberration there was gloom indeed on the American horizon, 
but that gloom became soon eclipsed by the bright lustre of a 
long course of general prosperity. 

It is not given, however, to human nature to live on in 
perpetual summer, and nations, too, have their winter of sorrow 
and suffering. And so, as if to correct the presumption of 
the Americans, a quarrel arose between the Northern and 
Southern States, which ended in a destructive war. Committed 
suddenly to a frightful expenditure, the Government turned 
itself to the banks for help, and they responded liberally to the 
appeal. But like the Bank of England on a similar contingency 
the American banks in so doing did not think sufficiently of their 
own exigencies, and a suspension of cash payments became 
inevitable. At first the banks contracted their engagements in 
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view of a speedy resumption. But when they saw how 
arbitrary was the issue of Government greenbacks, all expecta- 
tion of that nature became useless, and almost regardless of 
consequences they too, went on increasing their own issues to 
excess. As may well be imagined, with the enormous amount 
of paper money in the market, its value became greatly depre- 
ciated. At one time gold was at a premium of not less than 65 per 
cent., that is,$165 paper notes were given for $100 inspecie. And 
all commodities rose in price, just in proportion as the standard by 
which they were measured declined in value. Wages increased 
in proportion, and a wild and extravagant speculation was the 
necessary consequence. Vainly thinking that the rise in the 
price of gold might be checked if speculative sales were 
arrested, an act was passed by Congress to prohibit the sale of 
gold in certain cases, but this had just the opposite effect, of 
raising it up to 285, when all confidence in the actual market 
value was destroyed and speculation became more rife than 
ever. Eventually, with the triumph of the Northern armies, 
the financial condition of the United States gradually improved. 
But the extraordinary amount of inconvertible currency could 
not be withdrawn in a day, and the only expedient adopted 
was to seize the occasion of the general restoration of confidence 
to establish a better and safer currency and to reorganize the 
banking institutions of the country. 

By this act, originally passed in 1863, but amended and 
re-enacted in 1864, associations for banking may be formed by 
any number of persons not less than five, provided they possess 
a capital of not less than $100,000, in the country generally, 
and not less than $200,000, in populous cities. Before, 
however, business ‘can be commenced, such banks must 
deposit with the Secretary of the Treasury United States’ bonds 
to the extent of not less than one-third of the capital stock, 
and upon the transfer of the same, the association receives from 
the comptroller, an officer specially appointed by the act for 
that purpose, circulating notes of different denominations 
equal in amount to 90 per cent. of the current market value 
of the bonds so transferred. For public security it is provided, 
that the association shall not lend to any one person more than 
one-tenth of the amount of the capital stock. And what is still 














56 The Gilbart Lectures on Banking. 


more important, the act prescribed that the banks in the 
principal commercial cities shall always have on hand lawful 
money of the United States in amount equal to at least 25 per 
cent. of the aggregate amount of notes in circulation and of its 
deposits ; and, further, that banks in other places shallalwayskeep 
on hand an amount equal to at least 15 per cent. of the aggregate 
amount of its notes in circulation and its deposits; the penalty 
for the contravention being, that at any time such reserve shall 
become less than such proportion, the bank must incur no 
further liabilities, that is, grant no new loan, or issue any more 
notes, &c. The entire amount of notes to be issued under the 
act is fixed not to exceed $300,000,000. When the bill was 
presented to Congress few had much confidence in it, and many 
voted for it mainly because it was strongly urged by the 
Secretary of the Treasury. Nevertheless, the bill passed in the 
Senate by 23 to 21, and in the House of Representatives by 77 te 
64; and immediately on its passing, the comptroller of the 
currency entered into office. The bank-notes were prepared in 
the most exquisite fashion, and the banks of the states readily 
accepted the new law, and reconstructed themselves in terms of 
the same. 

Now let us see what are the merits and demerits of the new 
system, first as a question of currency, and then as one of bank- 
ing. As a measure of currency the notes now issued are better 
than those previously in circulation, Ist, because all notes issued 
under this act are permanently secured so far as a government 
guarantee can do it; 2nd, because the notes will be universally 
current, and, as far as possible, under a credit currency, will 
equalize exchanges. But, in as far as the new act brings the 
currency under national legislation and control, and identifies 
the interests of bankers with the credit of the Government, the 
measure is surely one of retrogression, not of progress. But, 
worse than this, let it be observed that the whole system is built 
on an inconvertible currency. The security consists in the deposit 
of United States’ bonds, not in bullion and specie. The reserve is 
not cash, but lawful money of the United States, not gold or silver. 
Where, then, is the fixed monetary standard? And what can 
we say of the fixed amount $300,000,000, in a progressive coun- 
try like the United States? True, in England also £14,000,000 
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has been fixed as the maximum amount of notes issueable by the 
Bank of England uncovered by bullion, the amount having been 
taken from the experience of previous years. But the fixed 
amount has proved to be an incubus in England, and could never 
have been maintained, but for the many expedients adopted for 
economising the currency. 

Again, the great point of the Bank laws seems to be the obliga- 
tion imposed on the banks to keep on hand 25 per cent. or 15 per 
cent., according to locality, of reserve against their liabilities on 
banknotes and deposits. This is more than Sir Robert Peel’s 
celebrated Act ever attempted. But can this be really obtained ? 
I doubt it. Not long indeed after the Act passed it was found 
that the New York banks had broken the Act. In truth, 
whilst some banks find themselves unable to hold 25 per cent. 
reserve, other banks can readily hold even more than is demanded. 
’ And there is this danger in all these grand attempts that the 
cure may prove worse than the disease. For if we compel a 
bank, the moment it finds its reserve diminished by ever so little, 
to suspend all its business and to enter into no new liability, why 
this is the very way to produce a panic. The Economist, in an 
able review of the working of the banking law of the United 
States, said : “ The regulation of the American system thatt he 
“* bank shall keep a certain percentage of their reserve against all 
“liability in cash is very far from a success. It lays down a hard 
“and fast line which fetters some banks, and is superfluous for 
“ others, while it can hardly be said, looking at the strain upon 
“the New York banks, that it suffices to secure an ample reserve 
in the proper quarter. The fixing of a definite proportion of 
“25 per cent. is, in truth, rather likely to mislead than other- 
“wise. At the same time, by prohibiting new business when 
“the banks are below their minimum proportion, the banks 
“which really hold the final cash reserve are debarred from 
“ making a free use of it, and this will be an aggravation of any 
“panic which may arise. In this view, the mere fixing of a pro- 
“ portion appears to us especially mischievous. As the experience 
“of the Bank of England shows, the proportion of reserve to 
“liabilities is apt to change very rapidly, and one of the most 
“powerful causes is the precautionary borrowing which takes 
“place when people borrow money not for immediate use, but 
E 
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“ to place it at their credit. The very kind of borrowing which 
“it is essential not to prevent as a check to it, is most likely to 
“produce and aggravate a panic. To require a reserve of a 
“certain definite sum irrespective of the liabilities, and to re- 
“quire at all times a certain proportion of the reserve to the 
“liabilities, are both equally dangerous regulations, but of the 
“two the latter is the most dangerous. We greatly fear that 
“in times of difficulty the American banking system may yet 
** sive cause for very serious anxieties, to which on this side so 
“close are our relations with America it will be impossible for 
us to be indifferent.” 

The great sin of bankers is lending too much and borrowing 
too much; or, in short, overtrading. It has always been the bane, 
especially of American banking, and I fear it will always be 
the same, all the banking laws notwithstanding. Quite recently, 


in September last, another severe crisis passed over the United ' 


States. A large house, a banking establishment of great renown, 
and the fiscal agents of the United States for naval payments, 
suddenly collapsed in consequence of heavyadvances made to the 
Northern Pacific Railway Company. The suspension of Messrs. 
Jay, Cook & Co., immediately involved a large number of other 
banks. A panic seized both merchants and bankers all over the 
Union. Numerous “runs’’ were made,and one bank after another 
was compelled to suspend payment. What was to be done under 
such circumstances to maintain the provisions of the Banking 
Act? Why, there was no other alternative whatever, but to 
evade them. The minimum amount of reserve having been 
reached, the New York banks were precluded from entering into 
new liabilities. But this could not be done, and two expedients 
wereresorted to—first, the issue of “ loancertificates,’’ whichserved 
precisely the same object as lending itself; and secondly, the issue 
by the Government through the purchase of bonds, or otherwise, 
of an extra supply of greenbacks. Another example this, that the 
banking law of the United States, with all its excellent intentions 
of preventing bankers from making any excessive investments, 
and securing their creditors by the maintenance of a sufficient re- 
serve, proved utterly powerless to do either the one or the other. 
All laws pretending to make men prudent and wise, when these 
personal qualities are not in them, must always prove disappoint- 
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ing and fallacious. No propositions can, in my opinion, be more 
settled than these, that the interference of Government with the 
trade of banking is as sure to work mischief as its interference 
with any other trade ; that the mischief will be often of the very 
kind which Government meant to prevent, and, that in trying 
to prevent a run it incurs great risk of causing and encouraging 
one. For my part, I have no faith in any legislation on the 
subject of banking. There is only one thing which we may de- 
mand at the hand of bankers themselves, and that is the full 
and prompt publication of accounts. This it is that should be 
required of all fiduciary companies, so that the public may know 
the character of their operations and the nature of their manage- 
ment from year to year. Beyond this it is useless to attempt. 
A system of free banking may be subject to great abuse, yet I 
venture to say it is not nearly so disadvantageous or even so 
unsafe as one basking like an exotic under the artificial sunlight 
of Governmental protection and clothed with the artificial 
garment of Governmental authority. 








